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The Budget Message 


"Dthe: outstanding feature of the Budget Message, which 
the President sent to the Congress on January 11, is to 

be found in the very large sum of $108,908,047,823 as 
representing expenditures for the next fiscal year, which will 
end on June 30, 1944. Not only is this figure of substantially 
$109,000,000,000 highly impressive, but likewise are the 
figures of $71,047,679,923 and $210,549,150,549, the first 
sum indicating the probable deficit, and the second the total 
of the public debt at the end of the fiscal year. To meet the 
large deficit, the President asked for an addition of some 
$16,000,000,000 annually to the Federal receipts, to be pro- 
vided by increased taxes, and compulsory savings. War 
costs alone are estimated at about $100,000,000,000 in the 
next fiscal year. 

Some reduction is shown in non-war outlays, such ex- 
penditures being forecast as $5,124,000,000, a reduction of 
$458,000,000 from the estimates for the current fiscal year, 
and of $2,892,000,000 compared with the fiscal year ended 
June 30, 1939. 

There is one item in the message of special concern, and 
that is the interest in the debt. This is estimated at $38,000,- 
000,000 for the current fiscal year, which compares with an 
actual outlay for the same purpose of $1,260,085,886.46 for 
the fiscal year ended June 80, 1942. 

Our public debt situation at the time of our entrance 
into the present war was markedly different from that at the 
time of our entrance into the previous world war. The 
Federal debt at the end of June, 1989, being $40,489,000,- 
000, compared with a debt slightly less than $1,000,000,000 
when we entered the first World War. 
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The recent Budget Message contains a provision for 
only $5,000,000,000 to meet the statutory requirement 
fora reduction of the public debt, which compares with an 
actual outlay of $94,722,300 for such purpose for the fiscal 
year ended June 30, 1942. 

While the annual estimated interest charge of $3,000,- 
000,000 on the public debt is large, it is easily within the 
capacity of the country to meet, though this will be less easy. 
as the debt grows, which is bound to do for some time to 
come, and the difficulty will be further increased when 
provision must be made for the gradual reduction of the debt 
itself...The ability to meet this latter requirement will 
depend upon the productive capacity of the country, and on 
that ground there is reason for confidence. 

Those engaged in carrying on military operations are 
entitled to all the means essential to making their duties 
effectual, and also to provide them with funds for alleviating 
the distress and furnishing such comforts as circumstances 
permit. .As to this, there is no division of opinion, and 
whatever.the budget contains to meet such requirements lies 
entirely outside the range of criticism. But it is the duty of 
Congress to see that appropriations are restricted to such 
outlays, and furthermore that the funds so allotted shall be 
used with reasonable economy. 

The country should accept with fortitude the tremendous 
expenditures which the conduct of the war demands. Stag- 
gering as these sums are, they weigh but as a feather in the 
balance compared with the unthinkable alternative of failure 
-victoriously to conclude the struggle in which we are now 
engaged. 


_ BANKING CHANGES DUE TO WAR 


NLY a few years ago, many bankers were, to borrow a 
phrase from the political platforms, “viewing with 

- alarm” the encroachment of the Federal Government 
in bankirig, This- fear was caused by the purchase by the 
Reconstruction Finance Corporation of preferred stock in 
a number of banks whose capital structure needed to be 
improved. That the fear has not only turned out to be 
groundless, but that the situation has been reversed, is plain 
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from the facts in the case. Not only has this preferred stock 
been largely retired, and thus dissipated the fear that the 
Government would own the banks, but so heavily has the 
Treasury borrowed from the banks that now the shoe is on 
the other foot, so that one might say—though not with 
reason—that the banks own the Government. (Let no 
radical organ ever quote this as a statement by THE 
BANKERS MAGAZINE that “the banks own the Gov- 
ernment,” for they don’t, and they never will.) 

The fear that the Government would own the banks has 
been found without justification. There is no fear that the 
banks will ever own the Government. They lack the political 
power and popularity, and there are other sufficient reasons. 

But if we accept the dictum that the borrower is servant 
to the lender, the big stake the banks hold in the Government 
should help in keeping our fiscal authorities mindful of the 
necessity for conforming to sound policies. 


PROPORTION OF WAR EXPENDITURES . 
BY THE UNITED STATES 


NDER authority of the Associated Press, there was 
published in The New York Times of January 12 a 
chart showing the estimated war costs of various 

countries. The countries included in the chart were the 
United States, Germany, England, Russia, Italy, Japan 
and Canada. Since the chart contains three of the Axis 
powers, and omits China, Brazil, Mexico and some of the 
British Dominions, it does not afford a trustworthy guide as 
to our outlays compared with those of the other United 
Nations. While the chart is not such an indicator, it does 
warrant the conclusion that our outlays for war are not only 
much greater than the enemy countries which the chart 
shows, but that they are greater than any one of the other 
United Nations, and that they are probably in excess of all 
the others combined. 

The reason for this disproportion is of a threefold nature: 
the fact that our war is being conducted at great distances, 
the higher cost of production, and more than all because we 
are furnishing, under the lend-lease measure, so large an 
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amount of military supplies to the countries acting with — 
the United States. 

The economic and financial situation which our activities — 
in this respect will bring to the front, once the war ends, — 
must present problems of the most serious character to our ~ 
own country and to the other nations receiving our assist- — 
ance. To work out these problems in an enlightened spirit 
will call for statesmanship of the highest order and for 
economic and financial skill of no ordinary character. 

There is bound to be a renewal of the old controversy 
between protection and free trade, evidence of which has 

, already cropped out in the threats of opposition to a renewal 
of the authority under which Secretary Hull has concluded 
treaties between the United States and a number of other 
countries. 

When the war ends, the impoverished peoples of the 
war-torn lands will be in need of commodities of many kinds, 
primarily food, clothing and shelter. To supply these wants, 
and perhaps most important of all, to find the means of 
supplying them, will constitute a problem of the first 
magnitude. 

If all the people of the world could in some way be 
inspired with the desire for a higher standard of life, and 
at the same time show a willingness to pay the price which 
the fulfillment of that desire imperatively demands, then 
the productive forces of the world would be taxed to their 
utmost capacity. 

Whether any such change will follow the peace is a 
matter of speculation, but at any rate the need for supplying 
the waste which the war has caused is bound to be immense. 


AGAINST WEALTH CONCENTRATION 


BOUT two thousand years ago there flourished at 
Rome a certain Marcus Tullius Cicero, sometimes 
called “Tully.” He was a great orator, philosopher 

and statesman, as he admits in his moral treatises. He is 
momentarily resurrected from his once flourishing condition 
to note that, like many of our modern statesmen and 
economists, he had positive ideas on the subject of owning 
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MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 
December 31, 1942 


RESOURCES 

Cash and Due from Banks $370,862,493.14 
U. S Government Securities ..... 635,564,409.52 
U. S. Government Insured 

FP. HA, Mortgages: ..o 5500 ees 9,833,484.18 
State and Municipal Bonds 28,412,428.85 
Stock of Federal Reserve Bank... . 2,237,950.00 
Other Securities 36,832,564.52 
Loans, Bills Purchased and 

Bankers’ Acceptances 300,378,843.43 
Mortgages 14,753,993.72 
Banking Houses 12,529,572.25 
Other Real Estate Equities 2,336,137.10 
Customers’ Liability for Acceptances 2,814,883.72 
Accrued Interest and Other Resources 2,938,713.08 


$1,419,495,473.51 


LIABILITIES 

Preferred Stock .... $ 8,599,540.00 
Common Stock 32,998,440.00 
Surplus and 

Undivided Profits .. 44,898,301.51 86,496,281.51 
Reserves 6,311,490.51 
Common Stock Dividend 

(Payable January 2, 1943) : 824,959.50 
Preferred Stock Dividend 

(Payable January 15, 1943) 214,988.50 
Outstanding Acceptances 3,037,065.85 
Liability as Endorser on Acceptances 

and Foreign Bills 189,880.98 
ae er aoe ee Seek i ee Nae 1,322,420,806.66 


$1,419,495,473.51 


Principal Office: 55 Broad Street, New York City 
68 BANKING OFFICES IN GREATER NEW YORK 
European Representative Office: 1,. Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each. 
The Preferred is convertible into and has a preference over the 
Common to the extent of $50 per share and accrued dividends. 
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property. He speaks of one Philip who, it is said, “when in 
courting popularity he drove at many things, he uttered this 
besides ‘that there were not in the state two thousand persons 
who possessed property.’ A dangerous speech and aiming 
at a levelling of property which mischief none can be greater. 
For commonwealths and states were established principally 
for this cause, that men should hold what was their own.” 

How modern does this charge of property concentration 
sound at this time! 

Here is what Cicero said about farming: 

“Of all gainful professions, nothing is better, nothing 
more pleasing, nothing more delightful, nothing better 
becomes a well-bred man than agriculture.” 

Evidently, a plain bid for the vote of the Roman farm 
bloc. 


VIEWS OF A FORMER GERMAN STATESMAN 


OME light is thrown on German characteristics by a 
letter which Bismarck wrote to Roon in 1862. The 
letter will be found in Bismarck’s Autobiography, Vol. 

I, page 288, and reads: 

“How have we Germans come by our reputation for 
retiring modesty? There is not one of us who does not think 
that he knows better about everything, from managing a 
war to picking fleas from a dog, than all the learned special- 
ists; while in other countries there are many people who 
admit that they know less about some things than other 
people, and are therefore ready to give in and keep silence.” 

If this estimate of the German character is accurate 
(and Bismarck was in a position to know), it affords at 
least a partial explanation of why the Germans have so 
blithely set out on their futile enterprise of world conquest. 

How Bismarck regarded the terms “humanity and civil- 
ization,” is shown by this quotation (Autobiography, Vol II, 
page 121). He is speaking of the Franco Prussian War: 

“A decision memorable in the world’s history, of the 
secular struggle between two neighboring peoples was at 
stake, and in danger of being ruined, through personal and 
predominantly female influences with no historical justifica- 
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tion, influences which owed their efficacy, not to- political 
considerations but to feelings which the terms - hymanity 3 
and civilization, imported to us from England, still’ rouse 
in German natures.” 

Apparently, these terms rouse ‘less interest in the Ger- 
many of today than they did in Prince Bismarck’s time. 

There is one observation in these memoirs (Vol: $1.5 page 
278), worthy of the serious consideration’ when thé ‘peace — 
treaty comes to be formulated to end the. ad war. Be. 
marck says: 

“All contracts between great states cease to. be uncon 
ditionally binding as soon as they are tested by ‘the struggle 
for existence.’ No great nation will ever be induced .to | 
sacrifice its existence on the altar of fidelity to contract when 
it is compelled to choose between the two.” 

In quite recent years international treaties have been 
broken under stress of considerations far less weighty than 
the struggle for existence. 
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Banks and Consumer Credit 


By TOM E. SAVAGE 


This is the first of two articles by Mr. Savage to appear in THE 
BANKERS MAGAZINE. Although a statistician by profession, Mr. 
Savage recently devoted considerable time to studying bank participation 
in Consumer Credit. These articles are the result of this study. While 
based primarily on the experience of banks in Illinois, Mr. Savage’s 
findings are equally valid for. banks throughout the United States. 


Y 1940, well over 400,000 persons* and 8 billion dollars 
of proprietary capital were engaged at the tasks in- 
volved in the annual extension and collection, by the 

various types of Consumer Credit agencies, of approx- 
imately 10 billion dollars of varying and highly specialized 
types of credit to the American people. The increasing 
acceptance by fiscal and monetary experts of the theoretical 
concept** of Consumer Credit as a financial device through 
which the transference of consumer purchasing power can be 
facilitated and manipulated by centralized controls in such 
a manner as to exert powerful accelerating and retarding 
influences on the productive operations of the forces of 
supply and demand was implicit in the wartime regulations 
now being effectuated under the auspices of the Federal 
Reserve System. 

Moreover,—and particularly in view of its significance 
as an integral part of the nation’s huge distributive mechan- 
ism through which civilian demand for consumer goods is 
stimulated, articulated to the sources of supply, and satisfied 


*This figure is the product of a vocational survey of Consumer Credit which 
was begun some months ago by the writer, and has been interrupted by the war. 
Although the precision of this and other data thus assembled has not as yet been 
established by mechanical measurement, the writer’s opinion that the foregoing 
figure represents a conservative estimate has been concurred in by a number of 
other students in this field. 

**For an elaboration of this theory see: “Consumer Credit and Its Uses” 
Chapter XII, published by Prentice Hall; and “Consumer Credit and Economic 
Instability,” by Rolf Nugent, published by Russell Sage Foundation. Additional 
Note: Along with several other proponents of differing schools of economic and 
statistical thought, the writer does not concur with Dr. Nugent at several points 
in his theoretical analysis of consumer credit fluctuations and their social and 
economic consequences. nor with some of his apparent assumptions and inter- 
pretations with respect to cyclical movements in general. 
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—Consumer Credit is now beginning to occupy a place of 
increasing importance in all government plans involving 
readjustments in wartime civilian consumption, as well as 
in postwar plans for attaining economic stability. 


It is thus evident from the foregoing that the steadily 
increasing interest of banks in Consumer Credit has repre- 
sented something a great deal more substantial in the way 
of a major banking development than a mere preoccupation 
with a “financial novelty.” Both the strength and extent of 
this interest are well indicated by the fact that over 75 per 
cent of the banks in Illinois are to a greater or lesser extent 
now participating directly in this field—this participation 
in most instances having taken the form of segregating 
individual loans below $1500-2500 from commercial loans, 
and establishing personal loan departments for the aggres- 
sive procurement of this type of business. In taking these 
steps, the actions of Illinois banks have closely coincided 
with those of the over 8000 other banks throughout the 
nation which have similarly taken these preliminary steps in 
their entrance into this field. But now that these banks have 
firmly established themselves in at least the outer reaches 
of this field, and now that the war is in itself a powerful 
factor in a number of present and potential developments 
in this field, several questions have begun to come increas- 
ingly to the fore: (a) In view of the present curtailment 
in Consumer Credit outstandings now being brought about 
as a result of Federal Reserve Regulation W, should the 
banks plan to contract the functional scope, as well as the 
volume of their operations in this field, or should they plan 
to “encroach further,” as it is sometimes mistakenly put, 
beyond the fringes of the field in which they have already 
established themselves? (b) Do the banks have a satisfac- 
tory legal basis for their present and potential operations in 
this field? (c) Do the methods used by banks in expressing 
their charges to consumers, on business of this type, conform 
to enlightened consumer standards? 

With regard to the first of these questions, it can be 
observed that inasmuch as the banks are already established 
in this field, the erroneous concept that the right to perform 
the functions involved is the monopoly of any of the other 
institutions engaged at this task can no longer be rightfully 
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involved in the discussion. What is actually involved, how- 
ever, are the limits of the financial services to be rendered 
by banks to their communities. In fact, the answering of 
this question ultimately narrows down to the determination 
of whether a broader definition of these limits is not in order. 

Insofar as the latter two questions are concerned, it will 
be recalled that in recent years there has been considerable 
controversy among Consumer Credit students in general, 
over the mathematical methods used by the various agencies 
in expressing their charges for the credit and services made 
available by them to consumers. It will also be recalled that 
several unsuccessful attempts have been made to. enact 
personal loan department legislation in Illinois—these at- 
tempts in each instance having taken the form, in brief, of 
the introduction in the legislature of bills permitting banks 
to make a flat discounted charge of $7 per annum per hun- 
dred dollars borrowed, on business of a consumer credit type. 


Therefore, it is in view of the fact that a certain degree 
of vagueness—if not actual uncertainty— has been prevalent 
in banking circles with respect to the definable extent to 
which banks can and should meet the financial needs of their 
communities; in view of the fact that banks have not as yet 
achieved any precise degree of uniformity in the methods used 
by them in expressing their charges on consumer credit 
business; and in view of the corresponding fact that the 
merits of the type of legislation just referred to have 
enjoyed a certain amount of acceptance among individual 
bankers who have not subjected it to critical analysis 
in terms of the functional and legal positions such 
legislation has proposed to resolve, that the following at- 
tempt to throw some light on the issues involved in these 
questions may prove to be of some-value—not only to banks 
at large, but to other groups which share a legitimate interest 
in the subject under discussion. 

This paper is the expanded growth of an earlier and 
briefer paper on the subject “How Far Should Banks Go 
in Consumer Credit,” which was prepared by the writer 
during the summer of 1941. In order to avoid too abstract 
a discussion, it has been the writer’s thought that it may be 
of some additional value to relate the aforementioned issues 
under consideration to an actual situation in one medium- 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, December 31, 1942 


RESOURCES 


Caso anp Duk wrom BANKS . . 26s. 1 us se) =» $E,1392,582,794.75 
U. S. GovERNMENT OBLIGATIONS, DIRECT AND FULLY 

GUARANTEED. . . wiv ig ag Gok! coke St eke JS lp, 9/0 gaa 
STATE AND MUNICIPAL Sicundees - Si Lys Spiag tas eae Gane 87,659,461.60 
StocK OF FEDERAL RESERVE BANK. ......... 6,016,200.00 
OTHER SECURITIES .. . Lie ee woe, ae ee 
Loans, DISCOUNTS AND Sanacuns! initia of eI SASS OAS 786,056,843.05 
SE IN 2 5 et SPO Rye eee yh ee ia eta 36,712,172.54 
Ce eee a ee! erence, ee eet 6,300,887 .68 
MortGaGESs . . . Srey A ani padre pp err 7,721,123.52 
CUSTOMERS’ Accerrancs Lusurrr Be ricrt sl ten Saar Noo ata 3,775 ,268.58 
IR I a 5 a es sd gall ead ae ee we 10,800,333.43 


$4,569,496,050.77 


LIABILITIES 
CAPITAL Funps: 
Caprran ‘Stock 6 60.06) Ses es SCIOTO 


SURBEUB 6 003) oS 6 ws es ee +) ORR 
Umnrvanap PROWITS. 25 te 45,049,412.80 


$ 245,589,412.80 
DIvIDEND PAYABLE Fesruary 1, 1943 . . . ... se 5,180,000.00 


Resemve wor CoNTiINGENCIENS . ..... 6 i 3 us ss 11,810,380.27 
RESERVE FoR TAXES, INTEREST, ETC... . . . . 2... ~ 3,681,901.24 
Deposits ... ganas Clg ot 4h Oe Cla igi Bh erie” ye” ks nr 
ACCEPTANCES Oxvacasnitins Soe ae ee eee 

Less AMOUNT 1N PoRTFOLIO. . ... 2,989,534.46 4,117,835.92 


LIABILITY AS ENDORSER ON ACCEPTANCES AND ForEIGN BILLS 340,860.29 
OR ZAGEITIN. 5 ss Ai eiertn Ss ee hen as “Games 7,308,774.22 


$4,569,496,050.77 


United States Government and other securities carried at $1,020,672,767.50 are pledged 
to secure U. S. Government War Loan Deposits of $848,123,236.90 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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sized community in Illinois. Inasmuch as all banks do not 
have identical problems, the situation in all communities 
will of course not correspond in every specific particular to 
the cross-section of the banks’ problems presented herein. 
Nevertheless, it is felt that the particular situation in the 
community selected for this purpose provides as representa- 
tive a basis for discussion as could be found. 
* * #8 

The cross-section of the problem just referred to is that 
to be found in a city of approximately 90,000 population, 
supported largely by light manufacturing, milling, mining, 
and the surrounding agricultural area. The financial needs 
of this community are served by the following institutions: 
3 banks; several Federal agencies; numerous credit unions; 
the overwhelming majority of retail stores: 17 finance com- 
panies; 11 small loan, or personal finance companies; a 
generous sprinkling of loan sharks: 11 savings and loan 
associations; and numerous insurance companies. 

On first thought, this may appear to be an unjustifiably 
large array of financial institutions. But inasmuch as they 
have all enjoyed a substantial amount of patronage—at 
least until the present—one can only conclude that a need 
for their services has existed, irrespective of its apparent 
economic legitimacy and expediency. And the situation of 
the banks in relation to these other institutions becomes 
clearer when we consider the approximate annual gross 
income of the three banks combined, whose total deposits 
approximate 30 million dollars. 

From 8 million dollars in loans and discounts, yielding 
an average of 3.2 per cent (in which rates now ranging in 
a few instances as high as 22 per cent per annum on unpaid 
balances on the approximate $450,000 in personal loan de- 
partment outstandings are included) the banks derive an 
annual gross return of $256,000. From 12 million dollars 
in bonds, yielding an average of 1.6 per cent, they derive 
$192,000. And from miscellaneous activities of a service 
nature they derive another $200,000—bringing the present 
annual total gross earnings up to $648,000. 

Even during the past two or three years net profits 
have by no manner of means been high, to say nothing of 
the preceding period. Moreover, as these banks attempt to 
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correlate their experiences of the past decade into a basis 
for a practical plan of operations which can be depended 
upon to sustain them for the duration of the war, and enable 
them to maintain a sufficient degree of functional flexibility 
with which to meet the needs of a postwar environment, they 
will scarcely escape the conclusion that along with banking 
in general they have been experiencing a transitional stage 
in a process of development toward one or the other of two 
ultimate alternatives: (a) public ownership; or (b) meeting 
the financial needs of their communities to a considerably 
enlarged extent. For even a casual survey of the several 
factors which are and will be inherently operative in their 
war and post war environments yields convincing evidence 
that no half-way point between these two alternatives is apt 
to prove a reliable beacon by which to steer their course. 

























II. 


With reference to the factors referred to above, it 
can be observed that there is not to be found among them 
any reasonable basis for optimism over the chances for 
survival on any large and lucrative scale of the sources of 
operating income which have been traditionally associated 
with banking practice in the “old school” theoretical and 
functional concepts of banking. 

As for the present and discernible future, there appears 
to be little ground to support a hope for any material appre- 
ciation in the bond yield, although the decline to 1.6 per cent 
may be offset to a small extent by an increased investment 
portfolio. As for service charges, the majority of banks, 
as of June 80, 1942, have already completed, or are in the 
process of completing, revisions of their schedules of service 
charges. But there is a good reason to believe that the 
efficacy of service charges as a permanent solution of the 
income problem has been somewhat exaggerated. That 
service charges are a valuable supplement to other income- 
producing factors is undeniable. But the following figures 
will serve to illustrate the deficiency of service charges (as 
the term is conventionally conceived of—namely, as apply- 
ing to checking account charges, safety box rentals, etc.) as 
a solution. 
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A recent survey of the Illinois Bankers Association* 
indicated that the average Illinois bank with deposits of 
$250,000 or less had gross earnings in 1941 of $7,569, of 
which interest and discounts on loans provided $4,792, and 
service charges on deposit accounts provided $398. Par- 
ticularly for smaller banks, therefore, the feasibility of an 
increase in service charges sufficient to convert their status 
from a “supplement” to a “solution” is not such as to warrant 
the emphasis placed on it by some enthusiasts. If, however, 
the conception of “service charges” is broadened, as it might 
well and logically be, to include the charges aside from inter- 
est which are exacted by banks in consumer loan transactions, 
then of course our conclusions as to their efficacy would be 
subject to a decided revision in order to properly embrace 
the great breadth of this additional factor. For the present, 
however, and continuing the present discussion, no appre- 
ciable upturn in the prolonged period of depressed interest 
rates in general is on the visible horizon. Along with 
‘thousands of other banks throughout the nation, Illinois 
banks in general are experiencing the effects of the current 
flurry in the volume of commercial lending relating to the 
war effort. But certainly this represents no stable source of 
increment to bank income.. At best, the effect on the profit 
margin of this temporary increment to income may ultim- 
ately be and in most instances already is more than offset 
by a corresponding increment to expenses now manifesting 
itself in the form of wage increases in some localities, higher 
taxes, etc. For helpful as this former increment may be in 
offsetting declines in income from types of lending which 
have been adversely influenced by war-time restrictions, it 
cannot permanently be relied upon to stav off the the effects 
of the latter increment to expenses, which is essentially of 
a more permanent nature. In fact, the Illinois Bankers 
Association survey just referred to stressed the fact that 
aggregate expenses of the 816 banks included in the study 
were 7% per cent larger in 1941 than in 1940, and that com- 
bined net earnings from operations suffered a decline of 
9 per cent. Thus these banks confront the future—operating 
upon an unstable profit margin which could be quickly 
endangered by the inevitable decline of that portion of its 


*See press report of survey: Aug. 8, 1942, issue of The Chicago Tribune. 
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income now stemming from the war effort. In addtion, other 
factors—of major importance—remain to be considered. 


One of these factors is the extent to which national fiscal 
policy will continue to supplant monetary policy, and con- 
tribute to further changes in the functional basis of the 
banking system. The extent to which governmental deficit 
spending is financed outside the banking system, and the 
scale on which it is continued, are also important factors 
which contain the gravest implications for the monetary 
situation in general, and for further changes in the capital- 
deposit ratios of the banks. And some obvious additional 
factors in the situation are the long-range effects of con- 
tinued Federal lending and loan-insuring operations, and 
of the aggressive competitive operations of other present 
and potential private organizations, upon the private bank- 
ing mechanism. 

There is not room here to adequately evaluate all of these 
factors in terms of their effects on the situation in a par- 
ticular community. But, with the exception of the effects 
on banking of the competitive operations of other private 
financial agencies, which will be considered herein at a later 
point, some concise comments on the aforementioned factors 
are available in.two papers recently read at the annual 
meeeting of the American Economic Association*, both of 
which furnish substantial support for the conclusions which 
emerge from this analysis of the situation in which Illinois 
banks find themselves. Of the implications of fiscal policy 
for monetary policy and the banking system, Dr. John H. 
Williams, of Harvard University, observes: 


‘, . . Some other effects of long-run government borrowing 
from the banks may be more serious than the effect on earnings, 
as that has thus far developed. . . . The growth of deposits (as 
a result of bank buying of government securities) has two 
important aspects. One is the monetary aspect .. . it is not 
prudent to add continuously to a money supply which is already 
greater, both absolutely and in relation to volume of output and 
employment, than at any previous time in our history. But this 
is the logical implication of long-continued government spend- 


**See: March, 1942, issue, THE AMERICAN ECONOMIC REVIEW, 
devoted to Papers and proceedings of the 54th Annual Meeting of the American 
Economic Association. 
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ing, combined with excess reserves, unless the financing can be 
done outside the banking system. 

“At least equally serious are the implications of a long- 
continued, large-scale growth of bank deposits for the capital 
position of the banks . . . it can be correctly argued, as some 
bankers have done, that a smaller capital-deposits ratio is 
needed than used to be the case. But some of the implications 
of this line of argument I find disturbing. It implies, for 
example, that excess reserves will continue to be needed 
indefinitely, or as long as bank assets continue to consist of 
government securities other than short-term securities. It implies 
also that as deposits and government security holdings expand 
and the margin of capital over deposits becomes thinner, it 
will be less and less possible for banks to increase their other 
assets,, except for those which would likewise involve a mini- 
mum of risk. Finally, it implies that the function of the Reserve 
System would be more and more that of preserving stability 
in the government bond market and less and less that of 
exercising monetary control. Moreover, if the banking system 
is to become more and more a mechanism the preservation of 
whose stability becomes increasingly a matter of concern to 
government, could not the ultimate reaction of the public be 
that such a mechanism should be a public rather than a private 
institution? It would not need a disturbance on the scale of 
the bank holiday of 1933 to develop this conviction. Of course, 
if bank capital could be increased correspondingly with bank 
deposits, the problem of the capital-deposits ratio would be 
solved. But falling interest rates and earnings do not encourage 
investment in bank capital, and maintaining dividends in the 
face of required earnings is not a remedy. If capital were pro- 
vided by government agencies, the implications of eventual 
government ownership would be strengthened, and suggestions 
of government subsidies to sustain earnings would point in 
the same direction.” 


Similarly, Dr. Neil H. Jacoby, of the University of 
Chicago, remarks: 


“For commercial banks, the ultimate end of ever expanding 
governmental investing and lending would be conversion into 
mere safety deposit boxes: for government. And long before 
this goal is reached, it is not unlikely that there would arise 
strong pressure for adoption of some variant of the 100 per 
cent reserve scheme. The popular appeal* of 100 per cent 


*The appeal bearing all the earmarks of a well-financed campaign, has 
already begun with the series of network radio talks by Representative Wright 
Patman, Former Senator Owen, and others, such as well-known. columnists. 
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reserve banking would be the replacement of interest-bearing 
securities: held by banks and other institutions with non-interest- 
bearing, nonterminable obligations, as a device for reducing 
interest payments on a vastly enlarged public debt. The appeal’ 
of such a plan would be very powerful, because banks would 
have lost their function of directing the resources of the economy 
into the most productive channels. The very raison d’etre of a 
private credit system would have disappeared, and with it the 
incentive to support such a system by paying interest on its 
holdings of government securities. Adoption of this plan would, 
of course, mark the end of commercial banking in the form 
we have known. New and different institutions could easily 
carry on the checking account and other financial services that 
banks perform.” 


Thus the banks confront the future. As they scan their 
prospects, consequently, it will become increasingly obvious 
that the pressure of operating problems could become so 
acute that an uncomfortably-close step toward public owner- 
ship, such as English banks have already had to resort to, 
would appear to be the only way out of their dilemma. 
Indeed, the seeming necessity of such a step may be closer 
at hand than the average banker realizes. That this may 
well be the case is plainly indicated by the obviously-inspired 
suggestions now emanating from several influential quarters 
with respect to the necessity the Government may soon be 
under of subsidizing particular groups of interest receivers. 
For it is now apparent that any large-scale revival of the 
more traditional types of commercial lending is out of the 
question as a solution. And this applies not only for the 
duration of the war, but for the postwar period as well. 

As a general rule, there has been too little emphasis 
among banking theorists on the fact that the gradual decline 
(together with other changes) in the traditional types of 
lending has been brought about directly—by the aggressive 
competitive operations of other private and, to a lesser 
extent, public financial agencies—and indirectly, as well, by 
the long-range trends in the way of evolutionary changes in 
the capital structure and financial needs of agriculture, 
industry, and commerce both large and small. Such changes 
have been inherent in the growth of chains, which has char- 
acterized the development of our distributive system, and 
in the growth of concentrated and increasingly monopolistic 
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forms of control and operation of the nation’s industrial 
mechanism. Inasmuch as the prospects of the restoration 
of a laissez faire type of competition by the enforcement 
of the anti-trust laws have been rendered so remote by the 
war as to seem almost nonexistent, these changes can be 
relied upon to continue to manifest themselves, with all of 
their implications for entailing continuing functional changes 
in the banking system. And the same is true of the aggres- 
sive competitive operations of other lending agencies, several 
of which in particular have appeared to be enjoying con- 
siderable progress in contriving to develop a field for their 
operations from which banks stand in danger of being self- 
included by their own failure to enlarge their concepts of 
the extent to which they can and should meet the financial 
needs of their communities. 

In view of the foregoing, it would seem that if banks are 
to increase their operating income and maintain their func- 
tions from additional encroachments and duplications by 
competitive lending agencies—and thus safeguard their 
survival as privately-owned institutions—they will neces- 
sarily be greatly concerned with developing additional 
sources of income.* These sources, it scarcely needs to be 
pointed out, can only consist of the newer types of lending 
and of operations of an essentially service nature. At pres- 
ent, they await development by some agency—an agency 
which has a broad and progressive concept of the extent to 
which it can and should meet the financial needs of its com- 
munity. Will the banks take on the job? 


eo ek ee 


In retrospect, the broadening of the functions of com- 
mercial banks beyond the narrow concepts of deposit and 
lending which formerly prevailed has been long in progress. 
Income from various operations of a service nature has for 
several decades amounted to a not inconsiderable portion of 
their total income. But recent years have witnessed a decided 
trend toward their increasingly heavy dependence on income 
of this character for a substantial portion of their support. 
In fact, by 1940, the total income of national banks from 


*In the latter of the two papers referred to on page 109, Dr. Jacopy warns that 
“... Unless action is taken .. . to implement the broad reforms suggested there 
are adequate grounds for . . . a pessimistic, long-run view of . . . banking.” 
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service operations had already tripled the 1980 figures, and 
although no comparably precise data are available insofar 
as Illinois banks in particular are concerned, there is every 
reason to believe that their experience will closely conform 
to the national picture. A number of factors have con- 
tributed to the development of this trend. 


The combination of low interest rates over a prolonged 
period, the decline of bank activity in current, short-term 
financing of business and industry, and the easing of the 
Reserve banks out of these and other functions being 
progressively taken over by the Federal Government, to- 
gether with other negative factors previously cited, entailed 
a consequent decline in bank income from traditional sources. 
This decline could only be proportionately offset by income 
from sources which had heretofore been relatively un- 
exploited, if not entirely overlooked. Hence, the develop- 
ment of service charges on checking accounts, of check-o- 
meters, and of the promotion of many other diversified types 
of income-producing services to the public. These efforts 
have been supplemented to a helpful, but nonetheless limited 
extent thus far, by a partial reorganization of lending 
activity in general which included making a small place for 
longer-term loans varying from loans to consumers on one 
hand, to real estate loans and amortized loans of the “supple- 
mental-capital” type to business, industry and agriculture. 


If these adjustments undergone by these and other banks 
which have thus far accommodated themselves to changing 
conditions have thus far resulted in a general reorientation 
of bank operation around a functional concept involving a 
broader emphasis on increasing and diversifying the services 
rendered by banks to their communities, they have also 
resulted in new customers, new friends, and new sources of 
profits for the banks. Moreover, these adjustments are in 
themselves an encouraging demonstration that the justifica- 
tion for the continued existence of chartered private banking 
is amply predicated on its superior institutional ability to 
perform the.increasingly diversified economic functions for 
which it has assumed responsibility. It is true that some of 
these adjustments—as in the case of direct participation by 
banks in Consumer Credit, for instance—have involved the 
assumption by banks of functions of which other institutions 
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had previously considered themselves the sole custodians. 
But it is also true that the failure of the banks to take such 
steps would leave them face to face with an alternative of 
which competing institutions would not hesitate to take 
advantage. 

Indeed, Dr. Jacoby’s observation that “new and different 
institutions could easily carry on the checking account and 
other financial services that banks perform” is no meaning- 
less commonplace. It will serve to recall to the minds of all 
readers who are familiar with the general trend of competi- 
tive developments* among financial institutions, the fact that 
the assumption of checking account and deposit functions 
has been the recent subject of serious consideration by several 
of these other institutions—the considered objective, in this 
connection, being the establishment on a nation-wide basis 
of a new type of multi-unit financial institution which would 
be geared to the needs of small business, and of the masses 
of the people. 

In addition to the banking functions just mentioned, 
the ambitions of this projected institution would also embrace 
discharging the lending functions commonly associated with 
the small loan company, factoring company specializing in 
accounts receivable financing, sales finance company, and 
industrial bank. It requires little imagination to perceive 
that such an institution could constitute a serious threat to 
the functional utility of commercial banks. Such an institu- 
tion would be not unlikely to encounter serious difficulties 
in the way of its establishment on a nation-wide basis. 

But be this as it may, it is a truism that static institutions 
cannot long endure. The history of institutional conflicts 
in a crowded world is strewn with the wreckage of institu- 
tions which in the course of their historical development were 
deprived of the right to exist by competing institutions 
whose ability to better perform the disputed functions was 
demonstrated by actual accomplishment. Faced as banks 
therefore are, with the pressure of the alternatives embodied 
in the relentless ultimatum to “Progress or Decay!” which 
epitomizes the realities of institutional survival, it would 


*Another development in the field of Consumer Credit, of which the present 
and postwar competitive implications cannot be considered here, is the absorb- 
tion by purchase during this period of numerous small chain and independent 
concerns by larger concerns, 
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seem that the question now presenting itself of whether it 
is not time for banks in general to aggressively redefine still 
further the limits of the financial services they can and 
should render to their communities has made its appearance 
at an opportune moment. 


ee Bs 





As has been previously pointed out, several avenues of 
functional expansion are open to the banks—none of which 
need necessarily entail any violation of either the letter or 
the spirit of Federal Reserve Regulation W and subsequent 
rulings, but each of which will involve the acceptance of, 
in theory, and the adherence to, in practice, a considerably 
enlarged concept of the extent to which they should serve 
their communities’ financial needs. 


One of these avenues leads in the direction of partici- 
pating more directly, and to a larger extent, in the financial 
activity orientated around the distributive section of the 
community’s economy. A gradual trend toward the separa- 
tion, in the field of retailing, of the functions of selling and 
credit extension has been for some time in evidence. If banks 
have been less alert to the implications of this trend than 
the large sales finance and factoring concerns, it is doubtless 
because the practice of discounting accounts receivable has 
borne somewhat of a stigma in conservative financial opinion 
—a stigma which was as warranted under some of the 
circumstances surrounding the practice which formerly 
prevailed as it has been indiscriminately and unintelligently 
applied in many present-day instances. 


Entirely too little skepticism has been directed by banks 
toward the functional propriety and general economic 
expediency of the combination of the functions of selling of 
merchandise and extension of credit—particularly in view of 
the fact that no one is better qualified than the banker to 
appreciate the frequency with which this combination proves 
to be an incompatible and unprofitable one for the retailer 
under whose direction the functions are being carried on. 

Now, moreover, there is considerable basis for the belief 
that one of the ultimate effects of the war program on the 
nation’s distributive apparatus will be to speed up this 
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trend toward separation of these functions*, with responsi- 
bility for the extension of credit being lodged more and more 
with the organizations increasingly adapted to consumer 
credit specialization which are likely to be a dominant feature 
of the postwar distributive system, and with all its implica- 
tions for the readjustment and reconstruction of the other 
parts of the financial mechanism of retailing, wholesaling, 
and consumption which would be entailed. 


Along with experiments with field warehousing and the 
financing on an installment basis of commercial and indus- 
trial equipment, a small number of Illinois banks are already 
beginning to make substantial progress with accounts re- 
ceivable financing—and with profitable and entirely satis- 
factory results. It need scarcely be added that the rewards 
which could accrue to the banking initiative capable of 
grasping the full scope of this trend and aggressively follow- 
ing up its development are sufficiently large to warrant more 
concerted attention than has yet been expended in this 
direction by banks in general. But what has apparently 
been less obvious to many bankers is the effect on the volume 
of their customary loans to retailers and manufacturers 
which would flow from the development on a wide scale of 
accounts receivable financing—irrespective of whether the 
financing operations were carried on by banks or by the 
competing financial agencies who are already beginning to 
make considerable progress in this direction. Another of 
these avenues, however, is even closer at hand, and is there- 
fore of more immediate concern. 


In the community cross-section with which we were 
previously concerned, and leaving completely aside the other 
credit agencies heretofore enumerated, the 11 small loan 


*The current and potential regulations affecting retail charge accounts will 
in themselves, together with the need of lending agencies to devise new and 
additional outlets for their idle funds, be influential factors in the rapid develop- 
ment of this trend. An interesting surface indication of the phenomenal headway 
already being made in this direction by individual sales finance and small loan 
companies is to be found in the semi-annual reports of some of the larger of 
these concerns. For example, in that of the Commercial Credit Company, 
Baltimore, Md., we find an analysis of receivables that open accounts, notes 
and factoring receivables had increased to the point of constituting 60.17 per cent 
of the total volume of receivables as against 24.63 per cent a year ago. Moreover, 
despite the approximate 42 million dollar shrinkage in overall volume of receiv- 
ables net income before federal and Canadian taxes was $86,000 in excess of that 
for the similar period in 1941. 
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companies and 17 finance companies—whose major func- 
tions consist of the financing of assorted types of credit needs 
—have combined outstandings of $5,500,000*. Of this total 
volume, the small loan companies, as of May, 1941, had 
outstanding the sum of $1,450,000, at rates varying between 
12 per cent and 36 per cent per annum on unpaid balances, 
on which their annual gross income approximated $460,000. 
The finance companies had outstanding the sum of $4,100,- 
000, at rates ranging from 6 per cent, in a few isolated 
instances, to 60 per cent and even more, in more than “just 
a few instances.” 

On this volume of business their annual gross income 
approximated $750,000. In other words, this grouping of 
financial agencies was enjoying an annual gross income of 
$1,210,000, which was over 11% times as large as that of the 
three banks combined. Their net earnings—which reflect 
variations in rate of turnover, profit margins, etc.—are also 
considerably higher than those of the banks. And despite 
the differences in capital structure of these and other agen- 
cies engaged in meeting the consumer’s credit needs, it is 
not the losses (which are small), nor the character of the 


clientele (which economic snobbery could easily lead one to 
erroneously suppose to consist of the shiftless, good-for- 
nothing element of the community), but the varying nature 
of their assorted services which is the major determinant of 
variations in their widely-ranging scales of changes to con- 
sumers. At this point, too, the tendency there has been for 


*These and the following figures on income and outstandings are all approxi- 
mate, but were carefully assembled by the writer during April and May, 1941. The 
totals on outstandings in particular are somewhat surprisingly in excess of the 
amounts which could have been anticipated on the basis of estimates based on 
any of the national statistics yielded from the several surveys made thus far. 
As of July, 1942, however, and based on scattered inquiries of several agencies 
of each type, it appears that finance company outstandings are continuing to 
experience appreciable declines, although small loan companies consulted have 
yet to experience declines on a comparable scale (with one reporting an increase), 
due, no doubt, to refinancing operations of a type for which other agencies are 
not allowed similar leeway in making provisions under the initial restrictions 
of Federal Regulation W and subsequent rulings. Net earnings of both types 
of agencies have also shrunken somewhat in most instances, but to a far lesser 
proportional extent than the respective volume changes would seem to entail, 
and with increased taxes bearing the major share of responsibility for the 
shrinkage. But aside from the foregoing and other potential proportional 
shifts and changes as may occur in the volume figures applying to individual 
agencies, the over-all totals are nonetheless interesting as an indication of what 
could be looked forward to in the way of volume and earnings in a corrspond- 
ingly active postwar period. 
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the various consumer credit agencies to duplicate each other’s 
services should be pointed out. 


The former character of competition in this field was 
primarily of the “intra-industry” type—that is, competition 
between agencies of the same type. By 1940, however, it 
had in a number of instances begun to assume the propor- 
tions of an “inter-industry” type—with banks (or rather, 
one bank in particular, in the community under discussion) 
beginning to reach down into the lower income groups 
to serve the better risks with cash loans and installment 
financing services; the sales finance companies beginning 
scattered experiments with the extension of cash loans and 
accounts receivable financing operations; and with personal 
finance companies beginning to experiment with accounts 
receivable and commercial financing operations on the 
fringes of bank and sales finance company territory, and to 
reach up into the higher income groups by offering their 
unsecured cash consumer loans at reduced rates of charge 
to selected types of risks. In fact, although this trend has 
not yet gone so far as to erase the distinguishing features 
which have previously characterized the individual agency, 
it has become increasingly clear that such a development 
would be its not unlikely outcome if it continues to its logical 
conclusion. Inasmuch as each agency, up until the present, 
has had a different legal basis for its operations, it seems 
highly probable that another important consequence of this 
trend—if it continues—will be the corresponding develop- 
ment of a consolidated legal basis for the structure of Con- 
summer Credit.as a whole. But of more immediate, if not 
greater importance, are the positive and negative implica- 
tions for the banks which inhere in this trend toward func- 
tional duplication. 

The negative implications have already been touched 
upon. But insofar as the positive ones are concerned, the 
only conclusion that can emerge from our consideration is 
that no reason exists in the logic of the question why the 
banks should not duplicate in their personal loan depart- 
ments the full range of assorted types of credit services now 
being offered by the several types of agencies. For it is 
obvious that whereas each of the agencies under considera- 
tion formerly tended to confine the scope of its operations to 
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the highly specialized task of providing a single type of 
service, this relatively narrow type of functional specializa- 
tion is now being supplanted by a more comprehensive form. 
Moreover, one bank, along with a number of other banks 
throughout the state, has already taken aggressive steps in 
this direction. 

Consequently, it would seem that even though all three 
banks were to be deprived of all their income derived from 
commercial loans, bond account, and miscellaneous services, 
the solution of the practical problems involved in intensified 
competition* would enable them to assume the additional 
functional responsibility for the services now being per- 
formed by the small loan and finance companies alone, reduce 
by a substantial margin** the charges now being paid by 
the consumers of the community to support the present 
multiplicity of organizations, and still retain as a reward for 
their efforts, and to the first-hand advantage of their com- 
munity, a larger profit than they now enjoy. In this com- 
munity, therefore, to the extent that the approximately 
$700,000 volume which the banks have thus far acquired 
was attained by the banks at the competitive expense of 
these other agencies, it can by no means be said to constitute 
an “encroachment” by banks in this field of any major pro- 
portions. It can also be remarked that no reason exists why 
the banks should be expected to remain content with this 


*The problems which could materialize in such an eventuality warrant far 
more comprehensive treatment than they could possibly be accorded here, and 
the fact that they have been given such a fleeting reference is in no way due to 
any desire or inclination on the part of the writer to minimize their importance. 


**Similarly, with respect to the reduction which could be effected in the 
charges now being levied on the community’s consumers to support the obviously 
wasteful multiplicity of organizations engaged at this task, the term “substantial 
margin” has been employed in the relative sense. The writer is so keenly aware 
of the widespread misunderstanding of consumer credit costs that he feels it 
advisable to caution the casual reader against entertaining the hope that in 
any such eventuality as is cited above the banks could duplicate, for example, 
for a charge at the rate of 6 per cent, 12 per cent or even 18 per cent, the 
identical services now being rendered by some other agency for a charge at the 
rate of 36 per cent to 60 per cent. Even with the elimination of the expense of 
such organizational duplication as would be involved, and crediting the banks with 
a 100 per cent degree of theoretical efficiency, not to mention all of the other 
positive and negative factors which would be involved, it is still doubtful that 
the main body of essential operating costs would be susceptible to such a great 
reduction. But at the same time, however, it will perhaps bear reemphasizing 
that even the lesser disparity between the present and hypothetical costs, though 
it amounted to a margin of but 6 per cent, would nonetheless represent a 
worthwhile saving to consumers. 





relatively small foothold—in the postwar period, or even in 
the present. As was previously stated, an expansion in this 
field on a much larger scale by banks need in no way conflict 
with either the letter or the spirit of the Federal Reserve 
Regulations. 

Prior to the promulgation of these regulations, sugges- 
tions were advanced by several of the agencies affected 
whereby the desired degree of curtailment in over-all volume 
could be brought about by assigning to each type of agency 
a percentage quota by which it would be compelled to curtail 
its volume. In addition to the opportunity this would have 
offered each agency to have its competitive status quo frozen 
for the duration of the emergency, it would have had the 
additional advantage of leaving the maximum amount of 
leeway for individual judgment in the matter of terms, and 
in determining the portion of the volume which could be 
eliminated with the least loss and hardship to all concerned. 
These suggestions were not incorporated in the regulatory 
plans, however, with the result that despite the rigidity in 
terms, the shifting of volume between individual agencies 
not only can, but does (and was so intended to do by the 
framers. of the regulations) freely transpire without in any 
way influencing the over-all totals. Thus, the regulations 
in themselves, taken together with the rejection by their 
framers of the quota-curtailment suggestions just men- 
tioned, indicate clearly that the motivating spirit of the 
regulations, as finally promulgated, was the concern with 
a purpose far more vital to the national welfare than any 
determination to reinforce each agency’s possession of the 
proportional share of over-all volume with which it had 
entered the emergency could ever be. 

As of June, 1942, the curtailment-objective of the regu- 
latory authorities is a 50 per cent reduction in the over-all 
volume of outstandings which had prevailed during 1941. 
In view of this objective, and of the foregoing statements, 
it remains equally obvious that a decision by the banks to 
prepare now to handle a larger portion of the volume of 
available business done need in no way influence the over-all 
volume, and would therefore violate neither the letter nor 
the spirit of the regulations. Moreover, such a step during 
this period would enhance the competitive strength and 
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operating ability with which they would emerge from it. 
It would surely seem, therefore, that the banks would be 
amply warranted in giving serious consideration to a major 
invasion of the broad and commodious territory heretofore 
preemted by the small loan companies, finance companies, 
and other agencies. Yet, such a move on the part of the 
banks is just what the enactment of the particular type of 
legislation referred to in the introduction would prevent. 


A second article by Mr. Savage will appear next month. 
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The Economic Implications of 


Internal Public Debts" 


By WINTHROP W. ALDRICH 


Chairman Board of Directors, Chase National Bank 
of the City of New York 


"WISH to discuss the economic significance of a large 
and rapidly expanding public debt. My purpose in so 
doing arises from the fact that the statement is made 

with increasing frequency that governmental debts are not 
particularly burdensome to a nation, provided only that 
they are held internally. The doctrine that internal debts 
do not constitute a serious burden is not a new one in the 
history of economic ideas. It has frequently come to the fore 
in periods when internal debts are rising rapidly, and is 
customarily advanced as a justification or rationalization 
of debt increases. 

At the present time, the Federal debt of the United 
States, direct and guaranteed, comes to about 114 billion 
dollars. This sum is 66 billion dollars larger than the debt 
in June, 1940, when the defense program got under way. 
A year from now, the Federal debt may amount to 180 bil- 
lion dollars, and eventually it may reach a peak of 250 or 
even 800 billion dollars. ‘The magnitude of these figures is 
revealed when it is remembered that the peak of the interest- 
bearing debt during the period of the Civil War was 2.3 
billion dollars and during the period of the World War, 
was 26 billion dollars. 

Whether a large internal debt does constitute a burden, 
and, if so, the specific nature of that burden are topics to 
which I would like to devote particular attention. These 
topics give rise to many questions. Certain of these questions 
concern the internal effects of a rising domestic debt, such 
as its effect upon the war effort, upon our monetary and , 


*From an address at the Annual Midwinter Banquet of the Connecticut 
Bankers Association, New Haven, Conn. 
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banking systems, and upon the ability of this country in the 
post-war period to return to a free economy. 

Still other questions have to do with the external effects 
of a rising public debt—such as the effect upon our ability 
to extend post-war relief and reconstruction loans and to 
take a leading part in the re-establishment of international 
money markets. 

All of these questions may be summarized in a query 
which has frequently been raised, namely: “How large an 
internal debt can a nation stand?’ What is meant by this 
question is the amount of debt that a nation can support 
without a substantial increase in prices, without drastic 
changes in the economic position of various groups in the 
community, and without damage to the post-war economic 
and political position of the country. 


THE DETERMINING Factor 


The amount of debt, as thus qualified, that a nation can 
support depends, in the main, upon four factors: (1) the 
use of the proceeds of the debt, (2) the burden of the debt 
service charge, (3) the distribution of the debt between 


short and long-term obligations, and (4) the ownership 
distribution of the debt. 


THE UsE oF THE DEBT PROCEEDS 


The first factor determing the amount of debt that a 
nation can stand depends upon the use of the proceeds of 
the debt. If, for example, these were used for income- 
producing projects, a nation. obviously could stand more 
debt than if the proceeds were used for purposes which, 
from an economic point of view, were non-productive. In 
time of war, the proceeds of debt increases are employed 
necessarily in a non-productive fashion. There is no com- 
pensating rise in productive assets, and, for this reason, 
extreme care should be taken to hold the increase in war debt 
toa minimum. This is but another way of saying that wars 
constitute a drain upon a nation’s resources and result in 
a temporary or permanent decline in living standards. 


THE BURDEN OF THE SERVICE CHARGE 


The second factor that determines the size of the debt 
that a nation can stand is the amount of the service charge. 
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If it is assumed that our total debt will reach a peak of 250 
billion dollars, the interest burden, at an average rate of 
2 per cent, would come to 5 billion dollars annually. This 
compares With an estimated interest burden during the 
current fiscal year of about 1.9 billion dollars. It will be 
observed that a post-war annual interest charge of 5 billion 
dollars is predicated upon the continuance of low interest 
rates. Should interest rates rise, as they well may, the interest 
burden would increase accordingly. A post-war annual 
service charge of 5 billion dollars is also predicated upon the 
assumption of no net reduction in the debt, although failure 
to reduce the debt would mean an abandonment of the tradi- 
tional policy of this nation, which has been that of bringing 
about reductions in debt following wartime increases. 


Superimposed upon an annual interest charge of 5 billion 
dollars in the post-war period would be civil and military 
expenditures varying from 10 to 15 billion dollars. Thus, 
total Federal expenditures, even if one assumes strict 
economy in government, might range from 15 to 20 billion 
dollars a year. Federal expenditures of that amount, plus 
a debt approximating 250 billion dollars, would constitute 
a serious burden for the economy unless one of two develop- 
ments occurred. The developments I have in mind are 
inflationary increases in commodity prices on the one hand, 
or actual increases in the production of goods and services 
on the other. The first development would increase money 
income and so reduce the relative money burden of Federal 
debt; the second would increase real income and so reduce 
the relative burden of Federal debt in terms of goods and 
services produced. 

By way of illustrating the points involved, if commodity 
prices and the volume of goods and services produced should 
decline to their pre-war levels (a possibility which seems 
unlikely), Federal expenditures of from 15 to 20 billion 
dollars a year, of which a third to a fourth would consist of 
interest charges on the debt, would absorb 20 to 80 per cent 
of national income. The resulting burden of high individual 
and corporate income taxes might well impair private 
initiative and enterprise and reduce the amount of risk 
capital available for the financing of new ventures. The 
smaller volume of venture capital would mean a slowing 
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NATIONAL BA 
OF DETROI 


Complete Banking and Trust Service 
Statement of Condition December 31, 1942 


RESOURCES 
Cash on Hand and Due from Other 


$ 357,910,697.17 

United States Government Obligations, 

direct or fully guaranteed . . . 511,106,477.70 
Other Securities 58,492,122.01 
Stock in Federal Reserve Bank. . . 900,000.00 
Loans: 

Loans and Discounts $ 86,589,026.19 

Real Estate Mortgages . . . . 15,791,615.24 

Overdrafts 29,154.49 102,409,795.92 
Branch Buildings and Leasehold Im- 

provements . 1,088,046.17 
Accrued Income Receivable—Net ; 1,659,438.58 
Prepaid ense 348,190.97 
Customers’ Liability Account of 

Acceptances and Letters of Credit 2,277,000.16 


TOTAL RESOURCES .... $1,036,191,768.68 


LIABILITIES 
Deposits: 


Commercial, Bank and Savings . $829,312,755.68 

U. 8. Government 121,583,774.66 

Treasurer, State of Michigan . 17,471,138.06 

Other Public Deposits . . . . 25,775,756.89 $ 994,143,425.29 
Capital Account: 

Preferred Stock 

Common Stock 

Surplus 

Undivided Profits .. . ee 6, 414, 925, 28 36,414,925.28 

Reserve for Common _ Stock 

Dividend No. 17 —_— 

February 1, 1943 . 500,000.00 
Reserves 2,856,417.95 
Our Liability Account of Acceptances 

and Letters of Credit 2,277,000.16 


TOTAL LIABILITIES .... $1,036,191,768.68 


United States Government securities carried at $167,827,002.69 in the foregoing statement 
are pledged to secure public and trust deposits and for other purposes required by law. 


fe 
Member Federal Deposit Insurance Corporation 


BUY U. S. WAR BONDS REGULARLY OUT OF INCOME 
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down in the introduction of new processes and products 
and this, in turn, would cause unemployment. An inability 
of private enterprise to absorb the whole labor force would 
necessitate still higher taxes or renewed deficit financing for 
the relief of the unemployed. In consequence, a vicious circle 
might easily be established, in which a paucity of risk capital, 
resulting from the severity of taxation, would lead to in- 
creased Federal deficits and to still higher debt service 
charges. 

If commodity prices rise, the burden of governmental 
debt and of debt service charges relative to the increased ~ 
dollar volume of the country’s business is reduced. It is for 
this reason that governments with large debts find them- 
selves under pressure to promote price increases and to resist 
downward price adjustments. But to yield to such pressure 
results in the imposition of a heavier burden upon certain 
groups in the community, particularly upon those groups 
which live on fixed incomes or whose. salaries do not keep 
pace with increases in living costs. 

The only equitable and desirable way of reducing the 
relative burden of debt is through increases in national 
income in terms of the quantity of goods and services pro- 
duced. It was the rise in production and trade in the decades 
following the Civil War and similar increases after the first 
World War that mitigated the debt burden and permitted 
reductions to take place. To alleviate in a similar fashion 
the debt burden following this war, we should do all that is 
possible to increase real income. This may be achieved if 
efforts are made to stimulate private initiative and enter- 
prise and reopen the channels of international trade. 

The stimulation of private initiative is largely a matter 
of the policies that are adopted by government, business, 
agriculture and labor. The policy of government with re- 
spect to the monetary system, to the capitol markets and to 
taxation, if properly directed, can make an important con- 
tribution towards increasing general business activity. Of 
equal significance are the attitudes of industry, agriculture 
and labor towards prices and wages. If prices are not sub- 
ject to artificial controls or monopolistic practices, the eco- 
nomic system will possess a flexibility which will permit it to 
make adjustment to changing economic conditions. Signifi- 
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cant, too, are the pioneering work of engineering and re- 

search laboratories and the formulation of plans for the re- 

conversion of industry following the end of hostilities. 

Through the adoption of foward looking policies of the part 
of government and of various economic groups in the com- 
munity, the amount of risk capital that is available for ven- 
turesome production will greatly increase. The amount of 
such capital need not be large, for, in serving as a primer to 
the economic system, it exerts an influence disproportionate 
to its size. 

Real national income can also be increased and the burden 
of debt correspondingly reduced if the channels of inter- 
national trade are reopened. This means that trade and tariff 
barriers must be reduced, foreign exchange.controls removed 
and multilateralism substituted for the bilateralism of the 
past decade. A world economy must, of necessity, be based 
on a system of multilateral trade and this will be true as long 
as climatic conditions, natural resources and productive 
equipment vary from one area to another. 

In stimulating world trade and its concomitant of real 
national income, the United States can play a decisive role. 
Its trade policies will set the pattern for those of the world. 
Even now, the United States has a unique opportunity of 
exercising its leadership in the direction of more liberal trade 
policies. I refer to the Reciprocal Trade Agreements Act 
which, unless renewed, expires in June of this year. First 
enacted in 1984, this Act was extended for three-year 
periods in 1987 and in 1940. Under the authority granted, 
trade agreements have been entered into with 25 nations, and 
agreements with 3 additional nations are pending. The 
trade agreements program has made a constructive contri- 
bution towards a liberalization of world trade and towards 
a reduction in excessive and unreasonbale trade barriers. It 
is to be hoped that this ‘Act will be renewed by the Congress, 
not only by reason of the highly significant results already 
achieved, but also by reason of the fact that its renewal will 

_ demonstrate to the world that this country is ready and 
~ willing to collaborate with other nations in the reshaping of 
the post-war world. We will have given tangible evidence 
that we have renounced those unrealistic policies of economic 
and political isolationism which governed our foreign atti- 
tudes immediately following the first World War. 
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If private initiative is given encouragement and the 
channels of international trade are reopened, the p :oduction 
of civilian goods and, in consequence, real national income 
should experience, in the post-war period, a substantial in- 
crease over pre-war totals. The increase may be of sufficient 
magnitude not only to effect a substantial reduction in the 
relative debt burden, but also to permit an actual reduction 
in the amount of debt. (Certainly, we are on the threshold of 
important economic frontiers. Post-war potentialities in 
the field of housing, of consumer demand, and in foreign 
trade present a vista of great economic opportunity. To 
achieve the goal envisaged, the dynamic forces of private 
enterprise must be released. 


THe Maturity DIsTrRIBUTION OF THE DEBT 


The third factor that governs the amount of debt that a 
nation can stand is the maturity distribution of the debt, in 
particular the amount that is short-term as contrasted with 
the amount that is long-term in character. The greater the 
amount of short-term or floating debt, the more vulnerable 
is the position of the Treasury. It was the large floating 
debt that proved such a source of embarrassment to the 
French Treasury prior to the de facto stabilization of the 
franc in 1926. The danger involved in a large floating debt 
arises from the fact that frequent refinancing is necessary. 
The refinancing might come at a time when interest rates 
are rising, or at a time when market conditions are adverse. 
Either of these factors, or both in combination, might make 
it difficult to refinance the debt, except through sales to the : 
Federal Reserve banks, which is one of the most inflationary 
methods of debt financing. 

Similarly, a large redeemable debt places the Treasury 
in a precarious position. At the present time, there are 15 
billion dollars of redemption obligations outstanding. It is 
possible that large amounts of these might be presented to 
the Treasury for redemption, either for the purpose of pay- 
ing taxes or for the purpose, in the post-war period, of pur- 
chasing consumers’ durable and non-durable goods. ‘To 
meet this liability, the Treasury might be forced to sell obli- 
gations to the market, which would probably take a short- 
term form and be sold to the commercial banking system. 
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In order to avoid the hazards involved in a large floating 
debt or in a large redeemable debt, or of both in combination, 
the Treasury should issue the greatest possible amount of its 
obligations in long-term negotiable form to be sold to the 
ultimate investor. Our results in this direction, despite the 
execllent achievements of the December campaign, have not 
as yet equalled the record of Treasury financing in the first 
World War, and we must strive to equal that record if the 
Treasury is to avoid the latent dangers of a large short-term 
debt. 


OwNERSHIP DIstTRIBUTION OF THE DEBT 


The fourth and perhaps the most important factor rela- 
tive to the amount of debt a nation can stand, without 
risk of currency depreciation, has to do with the ownership 
distribution of the debt. The ownership distribution of the 
debt, itself, has two aspects—the one concerns the distribu- 
tion of the debt between various income groups and the other 
concerns the distribution of the debt between commercial 
banks on the one hand, and all other types of buyers on 
the other. 

If a public debt is widely distributed among all income 
groups in the community, a larger number of people will 
acquire a conscious personal interest in government fiscal 
policy. This is as it should be in a democracy. Moreover, 
if the debt is widely distributed, political controversies be- 
tween bondholders and non-bondholders are not likely to 
arise. Such controversies characterized our economic life in 
the two or three decades following the Civil War and charac- 
terized French political life following the first World War. 

A wide distribution of the public debt helps to eliminate 
disputes between bondholders and other groups because it 
eases the transfer problem. The transfer problem has to do 
with the collection of taxes to service and to reduce the debt. 
If the debt is widely distributed, the bondholding and tax 
paying groups tend to become identical. Taxes to service and 
to reduce the debt tend to be collected from the same groups 
that own the debt. Hence, there are no great shifts of in- 
come within the population to give rise to economic and 
political dissensions. : 

Theoretically, if a debt were “ideally” distributed, i.e., 
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if the distribution among owners were such that taxes to 
cover service charges were levied upon those who held the 
debt and in proportion to their holdings, a transfer problem 
would not arise. 

No: publice debt, however, is “ideally” distributed, and 
the ownership distribution of our own debt is such as to give 
rise to considerable concern. Too small a proportion has 
been purchased by investors, and, in consequence, too large 
a proportion of the total has had to be purchased by com- 
mercial banks, a fact which not only aggravates the transfer 
problem, but also produces an inflationary expansion of 
bank deposits and carries with it serious implications for the 
banking system. Through 1942, commercial banks absorbed 
19 billion dollars of government obligations, which repre- 
sented 38 per cent of the increase in the total debt and 54 per 
cent of the total increase in marketable obligations. Through 
1943, it is estimated that the commercial banking system 
may have to absorb 40 billion dollars of government obliga- 
tions, an. amount equal to about 60 per cent of the estimated 
increase in the total Federal debt. 

We should not, of course, fall into the error of assuming 
that the amount of the debt to be taken by commercial banks 
represents a fixed residual sum. The size of the residual will 
depend, among other factors, upon the rates of interest 
paid-to induce individuals to absorb the debt. The size of 
the residual will depend, too, upon the sales efforts that are 
made to lodge securities with ultimate investors. Notable 
success in this respect was achieved last month by the Vic- 
tory Fund committees in each of the Federal Reserve dis- 
tricts. About 60 per cent of the total volume of securities 
sold was placed with non-commercial bank buyers. In the 
New York Reserve District alone, sales were made to 60,000 
subscribers. Total sales of securities were such that the 
Government will not have to resort to another large offering 
until April. ‘At that time, the Victory Fund committees 
should make an effort, even more intense than that made in 
December; to reach all income groups in order to effect the 
widést possible distribution of the debt. For the wider the 
ownership distribution of the debt, the greater is the amount 
of debt that a nation can stand. 


Both England and Canada have met with marked suc- 
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cess in placing war securities with individual investors. The 
mobilization of small savings in England has been the work 
of the National Savings Committee which has sponsored the 
formation of about 257,000 savings groups in places; of: em- 
ployment, villages, schools, social organizations and in. the 
armed forces. Through making use of savings stamps, the 
members of the savings groups purchase defense bonds and 
savings certificates on the instalment plan. The mobiliza- 
tion of large savings and of the funds of institutional in- 
vestors has been accomplished through periodic offerings of 
2% percent National War Bonds which are placed “on tap” 
at par and which bear maturities ranging from 7 to 9 years. 
In placing securities with investors, Canada has relied 
upon two War and three Victory loan drives. These have 
met with signal success, in that a substantial proportion of. 
the Canadian population has subscribed to the various issues. 


Canadian loan policy is closely similar to that which this 
country followed in the first World War, when approxi- 
mately 2 billion dollars of bonds and notes were sold in four 
Liberty and one Victory Loan drives. The flotation of each 
loan was marked by an intensive publicity campaign of 
about four weeks’ duration. In the words of the Secretary 
of the Treasury at the time, “bankers, business men, bond 
houses, newspapers, press associations, and citizens generally 
codperated with a great movement that vibrated with energy 
and patriotism and swept the country from coast to coast.” 
In the case of the Fourth Liberty Loan, 7 billion dollars 
was raised from 23 million subscribers. ‘The amount bor- 
rowed was equal to about 12 per cent of current national 
income. 

That the loan campaigns in the last war did suceed in 
placing a substantial volume of securities with investors is 
indicated by the fact that in June, 1919, 78 per cent of the 
debt was held by purchasers other than commercial banks. 

Even though many individuals borrowed in order to buy 
Liberty bonds, the ownership distribution of the debt was of 
an excellent character and this proved to be an important 
factor in the restoration of normal banking and monetary 
processes and of a free economy. 

The ownership distribution of government debt is a 
phase of the subject neglected by those who assert that a 
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rising international debt carries with it no adverse implica- 
tions. Actually, a badly distributed debt limits greatly the 
amount that a nation can support. Not only is the transfer 
problem made more difficult, but the danger of commodity 
price inflation is increased, and, in consequence, there is the 
added danger of a continuation of economic controls. In 
other words, the obstacles to the restoration of a free econ- 
omy are multiplied by a maldistribution of Federal debt. 


SUMMARY 


The question raised at the outset had to do with the 
amount of debt that a nation can stand, and with the eco- 
nomic implications of debt increases for the war and post- 
war periods. These are questions that cannot be answered 
in a definitive fashion, since the amount of debt that a nation 
can stand, without substantial price increases, depends upon 
the use of the debt proceeds, upon the amount of the debt 
service charge in relation to real national income, upon the 
distribution of the debt between short and long maturities, 
and above all upon the ownership distribution of the debt. 
Although any conclusion must of necessity be relative in 
character, this analysis emphasizes, I believe, the fallacy in 
the point of view of those persons who assert that there is 
slight reason to fear a rising domestic rebt. 

Is is a good axiom that increases in the public debt in 
time of war should be held to a minimum. In order to ac- 
complish this result, taxation must be of such a character 
that it will absorb as much as possible of current disposable 
income, that it will reduce personal consumption and that it 
will divert productive facilities to the manufacturing of war 
material. 

The best taxes for this purpose are the individual income 
and retail sales taxes. Income tax exemption and rates 
must be so fixed that the great mass of income is tapped. In- 
come taxes should be related to current income and, in so far 
as is possible, should be collected at the source. Federal 
retail sales taxes should form an integral part of war finance, 
even though one may be convinced that they are not a good 
form of taxation for the Federal government in time of 
peace. Taxation of the character indicated should be used 
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to the limits of taxable capacity in order to check the interest 
on the public debt. 

Although wars of great magnitude cannot be financed 
without an increase in debt, we have relied, as the war pro- 
gram has progressed, too little upon taxation and too much 
upon borrowings. Thus, in the calendar year 1941, about 50 

_per cent of total Federal expenditures. were covered by 
taxes, while in 1942, only 31 per cent were so covered. These 
data indicated that we have not made the fullest possible use 
of taxation as an instrument of war finance, even though it 
is conceded that the entire cost of the war could not be met 
from taxation. 

Far from being a matter of minor importance, a rapid in- 
crease in an internal public debt gives rise to many different 
and grave problems. If our debt continues to be badly distri- 
buted, if commercial banks must continue to absorb large sums 
the transfer problem will be aggravated and the economic 
system will be forced to operate within a rigid framework. 
Inflationary dangers will increase and, in consequence, it 
may prove difficult to reestablish the dollar on a sound basis 
and thus to give a sure anchorage to the currencies of other 
nations. The size of our domestic public debt and the man- 
ner in which it is financed will, to a considerable extent, 
determine the political and economic role of this country in 
the post-war world. 
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Ration Coupon Banking Begins 


ATION COUPON Banking began in the commercial 
banks of the country on January 27. There has come 
into being an entirely new use of banking technique 

and facilities. It is a non-profit war service which the Gov- . 
ernment has asked the banks to perform so that order and 
control may be assured to the wartime process of rationing 
goods, that the necessary flow of rationed commodities be 
maintained, and that every one shall be able to get his fair 
share of the scarce commodities. 

In operating the ration coupon banking system the banks 
will deal only with merchants, that is, retailers and whole- 
salers of rationed commodities and not all of them. Only 
those food dealers who did a gross business of more than 
$5,000 during December 1942 will be directed by the Office 
of Price Administration to open accounts. Gasoline service 
stations will not open “ration bank accounts” at all, but will 
continue to turn the coupons they receive from their cus- 
tomers over to their wholesale suppliers, the tank wagon 
operators. The less than $5,000 a month retailers will like- 
wise pass their coupons on to their wholesalers or suppliers. 
But such merchants have the option of opening “ration bank 
accounts” if they wish to do so. 

“Ration coupon banking” is a service for merchants— 
retailers and wholesalers. It does not affect the consuming 
public except to the extent that the public benefits from a 
smooth-running and efficient rationing system. 

It.is a free service. No charges whatever will be made to 
the dealer-users. However, while the banks will make no 
profit they will be reimbursed for their expenses under a 
scale of payments devised by the accounting firm of Driscoll, 
Millet and Company of Philadelphia, which was retained by 
the OPA to determine the costs and the basis and rate of 
compensation. This scale of payments is as follows: 


For the first account opened for any depositor at any 
one office of the bank 


For each additional account opened for the same depositor 
at the same bank office 
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For each account carried on the books of the bank on 
the 15th day of each month 

For each deposit made 

For each item included in the deposit 

(Each cowpon sheet or stamp card is considered as 
one item) 


For each ration check properly debited to an account .04 


The OPA will not supply checks, deposit slips, signature 
cards, transmittal letters, or other supplies. While these 
forms must comply with OPA specifications, each bank will 


purchase its own supply. ‘Their cost is included in the reim- 
bursement schedule above. 


The inauguration of “ration coupon banking” was pre- 
ceded by an experiment carried on for several weeks in the 
Albany-Troy-Schenectady area of central New York State, 
a section embracing 83 banks and a population of half a 
million people. The nationwide system now adopted resulted 
from that experiment. 

An account must be opened for each rationed commodity. 
The system starts with three of these, gasoline, sugar and 
coffee, but mostly the latter two, since only gasoline whole- 
salers will use it, at least for the present. As additional 
commodities are rationed, accounts for them will be opened 
too. That is to say, a dealer will open an account for each 
rationed commodity. 

Into their “ration bank accounts” retailers and whole- 
salers will deposit the ration coupons they receive from their 
customers. Thus they will build up credits or balance in 
pounds, gallons, or points in the various rationed commodi- 
ties. Against these they will draw special “ration checks” 
payable to their supplies when they order more rationed 
goods. Instead of employing this banking procedure the 
gasoline filling station and less than $5,000 a month retailer 
groups will merely turn over to their suppliers enough 
coupons to cover the amount of rationed commodities they 
wish to purchase. The dollar bank accounts will not be 
affected. Retailers and wholesalers will continue to pay 
their bills in the usual way. : 


The OPA has mailed to all banks and branch offices of 
banks two copies of its 40 page manual and the American 
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WAR MEMO x 


To keep the Axis from our shores, 


keep after that ‘10% of gross payroll” 
goal in War Bonds, through the 
Payroll Savings Plan! 


Bankers Association has sent them a question and answer 
booklet. 

The “ration coupon banking” plan does not place upon 
the banks any responsibility for determining who gets how 
much of any commodity, but assigns to them only the func- 
tion of receiving and recording deposits and handing ex- 
changes by check. 

The operation of a “ration bank account” parallels the 
operation of a dollar bank account. This is virtually the 
reason given by the OPA for asking the banks to undertake 
the service. Outlining the difficulties of the older system of 
“having War Price and Rationing boards receiving coupons 
and issuing certificates in exchange” and the necessity of 
finding some other means for “counting, accounting for and 
disposing of great quantities of ration paper,” the OPA 
states in its manual that “we have concluded that the com- 
mercial banks of the nation have the administrative facilities, 
the accounting knowledge and the integrity to undertake this 
responsibility for us.” 

The opening of a “ration bank account” is accomplished 
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by the receipt of signature cards in duplicate, one for the 
bank and one for the OPA. The procedure calls for the 
presentation of resolutions authorizing opening of the 
account in the case of corporations, power of attorney desig- 
nating the persons empowered to sign ration checks in the 
case of partnerships, certificates of partnership, and other 
appropriate documents. 

The clearing procedure calls for the use of the local 
clearing machinery for the clearing of local items and re- 
quires that out-of-town items be forwarded to the Federal 
Reserve bank or branch of the sending bank’s own Federal 
Reserve district, except that a bank may send ration checks 
drawn on its correspondent bank to such correspondents. 

The bookkeeping procedure required in the operation of 
ration bank accounts is similar to that of handling dollar 
accounts, and is set forth in detail in two pages of the OPA 
manual. Internal control procedure is also set forth in the 
manual. In an appendix the manual carries illustrations of 
the forms to be used. These include checks, signature cards, 
deposit tockets, proof sheet, transmittal letter, corporation 
resolutions, power of attorney form and partnership cer- 
tificate. 

In another appendix the manual lists all of the regional 
and district offices of the OPA. There are eight regional 
offices — Boston, New York, Cleveland, Atlanta, Dallas, 
Chicago, Denver, and San Francisco, and more than 100 
district offices. 
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Investment 
and Finance 


Epirep sy OSCAR LASDON 


PAYING FOR THE WAR 


HEN President Roosevelt sent his annual budget 
message to Congress, he told us what the price of 
defeating the Japs and Hitler would be. He told 

us that it would amount to more than one hundred billion 
dollars for the coming fiscal year. 

This is more money than the Federal Government spent 
in the 158 years following George Washington’s administra- 
tion. This one hundred billion dollars is roughly three times 
the size of the present German war budget; it is almost five 
times the size of Great Britain’s. It represents more money 
than is now being spent on war production by the Axis na- 
tions and our allies all put together. This doesn’t mean, by 
the way, that our war effort is three times that of Germany’s, 
or five times that of Great Britain’s. Our dollars buy less 
because our wage scales and standard of living are much 
higher. Nevertheless, this one hundred billion dollars repre- 
sents the price we have to pay for our liberty. 

~ One hundred billion dollars may not make much of an 
impression in the abstract. But you can get a good idea of 
its magnitude when you compare it with our national income. 
It is roughly equivalent to two-thirds the amount that you, 
I, and everyone else who works for a living, will earn during 
the year. 

Now, how are we going to pay for all this? After all, it 
is tremendously important that we finance the war in a way 
that will not interfere with the production of armaments. 
For if we finance the war in a way that boosts prices, the 
cost of living will continue to rise and demands for higher 
wages will increase. And as wage demands lead to labor 
disputes, and labor disputes lead to decreased production, 
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we run the risk of damaging our war effort. A good example 
of such a situation occurred recently when anthracite miners 
in Pennsylvania went out on strike. 

Furthermore, we don’t want to indulge in any financial 
tinkering that will complicate the problem of post-war 
recovery. And finally, we don‘t want to do anything that will 
shift the burden of the war unfairly on any particular group. 

Of course, this is just another way of saying that we 
must pay for the war in a way that will involve the smallest 
possible degree of inflation—because inflation can be re- 
sponsible for unnecessary hardship and needless sacrifice. 
And this means that the Government must adopt—not the 
easiest or least painful methods of raising funds—but those 
that will disturb our war program the least. . 

So if we want to keep prices under control, and keep 
our war effort moving smoothly, we have to observe certain 
fundamental principles of fiscal policy. First, we must pay 
for the war—as much as we are able—through taxation. 
Secondly, we must borrow—as far as possible—from current 
income. Or to put it another way, much of the money that 
we are earning while the war is going on, must be tapped 
in the form of taxes and Government bonds. 

But even this is not enough. The Government still needs 
more money. Hence it must borrow from the commercial 
banks throughout the country. And as commercial bank 
buying of Government bonds is inflationary in nature, it is 
to our interest to see that the amount of funds raised i in this 
fashion is as small as possible. 

Let’s look at the tax picture first. How much of the cost 
of the war can we pay for without borrowing? Obviously, 
we can’t pay for the war in taxes alone—because then most 
people would have. practically nothing left to live on. Also, 
experience has shown that we can’t push taxes up too high 
without interfering with productive effort. Beyond a certain 
limit, incentive starts to decline, the desire to work harder 
is lost, and industrial efficiency starts to slip. In other words, 
if taxes become too burdensome, they may actually interfere 
with the production of tanks, airplanes and every war weapon 
that we need. 

However, it is generally agreed that from one-third to 
one-half of war costs can be met through taxes. England, 


THE BANKERS MAGAZINE for February, 1943 





where the severest measures are imposed, is paying for about 
50 per cent of its war costs this way. In this country, the 
present proportion is around 33 per cent. But if President 
Roosevelt’s suggestion is followed, our ratio of taxes to 
spending will soon approach that of Great Britain’s. 

Nevertheless, the heaviest taxation imposed couldn’t, in 
itself, meet our war cost. Therefore, the Government must 
borrow. In this connection, the Treasury wants every citizen 
to buy war bonds out of his current earnings because such 
borrowing is anti-inflationary. 

Here is why it is anti-inflationary. When you invest 
part of your salary in war bonds, you are denying yourself 
the immediate use of those funds. You are saying, in effect, 
“T’m not going to spend this money now.” You have decided 
not to embarrass your Government by competing with it for 
the command of goods and services. You are shifting part 
of your purchasing power to the future, when production of 
civilian goods will be unrestricted and when everyone’s 
demands can be satisfied. 

The rub in this problem of financing the war is that the 
Government needs more money than can be obtained in the 
form of taxes and borrowing from investors. So it is forced 
to borrow the remainder from the commercial banking system 
—and here is where the danger of inflation originates. 

When a commercial bank pays for bonds which it buys 
from the Treasury, it does not take cash from its drawer 
and give it to the Government. It opens up a deposit 
account and credits the Government with the deposit. In 
other words, deposits on the bank’s books are increased 
every time it buys bonds from the Treasury. And this 
means that bank credit is being expanded, and that addi- 
tional purchasing power is being injected into our economy. 

Everybody knows that our supply of civilian goods is 
rapidly going downhill. Our factories, which ordinarily 
manufacture automobiles, refrigerators, and the like, have 
been converted to making instruments of war. On the other 
hand, millions of persons who were unemployed until re- 
cently are now profitably engaged in work. And millions 
of others are now making more money than ever before. The 
net result is that we have much more money to buy things 
with than at any other time in our history. 
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The problem is largely one of demand and supply. While 
the supply of merchandise is melting away, we have more 
funds with which to buy what we want. And as the demand 
for goods far exceeds the supply, prices tend to rise. That is 
why price ceilings and rationing are so necessary today. 


Now, let us see what we can do during the coming fiscal 
year that will ease this situation. If President Roosevelt’s 
budgetary estimates are fulfilled, the Federal Government 
will spend 109 billion dollars. And if Congress accedes to 
the President’s wishes, it will permit the collection of 16 
billions in additional taxes and forced savings. This means 
that the Treasury will obtain something like 51 billion dollars 
in revenues and that 58 billion dollars must be borrowed. 
In other words, 58 billion dollars’ worth of bonds must be 
sold. And unless individual purchases of war bonds are 
stepped up considerably, too great a proportion of these 
bonds will have to be absorbed: by commercial banks. 

This picture of inflationary financing is not a hopeful 
one. We must consider it in connection with the fact that 
less than 70 billion dollars of consumer goods will be pro- 
duced during the coming year. We must also consider the 
fact that our national income—even after allowing for the 
16 billion of increased taxes and forced savings—will top the 
supply of consumer goods by over 40 billion dollars. This 
40 billion dollars of excess purchasing power has explosive 
possibilities. It may become dangerous by forcing up prices 
due to the shrinking supply of consumer goods. 

There is little question that total war requires a certain 
measure of inflationary financing—it can’t be avoided. But 
it is Just as true that sacrifice and self-denial can prevent 
much of the unsettlement that is likely to result from normal 
spending. The real issue is whether we will impose upon 
ourselves the Spartan discipline that is so vital in a crisis 


of this kind. 


This war is being fought in many ways. Our soldiers in 
the Solomons and North Africa are paying with their lives. 
Our sailors are doing the same on the high seas. But we 
at home can only pay for the war in terms of dollars, work 
and self-denial. And aside from motives of patriotism, it 
would seem to be common sense that we place our dollars 
where they will do the most good and the least harm. 
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Every additional dollar invested in war bonds, or paid 
in taxes, means a dollar that won’t compete with the Govern- 
ment’s spending. Every dollar invested in war bonds con- 
tributes to a successful prosecution of the war. And what is 
just as important—by not throwing our money around— 
we are not knocking out from under ourselves, foundations 
which support our economic security. 

Here is an analogy. There are 130 million people in this 
country. Imagine that there are only 13 of us in a small 
open boat somewhere on a stormy ocean. Suppose you were 
in that boat. Suppose that boat carried only limited supplies. 
Would you share the limited supplies?—or would you fight 
over them with your twelve companions? Would you lend 
your shirt to plug a leak-—or would you continue to wear 
it because you liked it better on your back? What would 
you do? The answer is obvious. 

Now here we are at home in the United States. Are we 
going to compete with one another for the shrinking supply 
of goods and services that is available? Are we going to 
spend our money recklessly instead of wisely lending it to 
the Government for the war effort? If so, we are going to 
rock our own boat. 

After all, the Government is only ourselves, If we use 
our dollars for self-destruction instead of self-preservation, 
we are going to experience more inflation. ‘And that is exact- 
ly what is in the cards unless we develop a greater realization 
of our financial responsibility than is the case today. 

We must make every effort to pay for the war in terms 
of heavy taxes and purchases of war bonds. Then our 
economic security will be assured, and our eventual com- 
pensation will be great. But if we don’t—our payment for 
the war in terms of economic disturbance, political instability 
and social unrest may give us a terrific headache during the 
post-war period. 

Our military future lies in the hands of our armed forces 
—and they are competent to take care of their end of the 
job. But our economic future lies in our own hands here at 
home, and we can do much more to help ourselves by invest- 
ing our dollars in Government bonds than by spending them 
freely. 

If inflation occurs because we don’t do what we should 
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OUR MEN NEED BOOKS... 


Send all you can spare! 


That book you’ve enjoyed—pass it 
along to a man in uniform. Leave 


it at the nearest collection center 
or public library for the the 1943 
VICTORY BOOK CAMPAIGN. 


—remember—the fault will not lie with Congress—but with 
everyone of us individually. No legislative body will be in 
a position to help us later unless we now have sense enough 
to help ourselves. 


Government Bonds 


Daily news developments affecting U. S. Government 
bonds are being covered extensively in a special department 
the New York Journal of Commerce has just inaugurated. 

All official acts and interpretations of the Federal Re- 
serve are detailed. This new department is designed to give 
country banks a complete daily coverage of market trends 
which has heretofore been lacking. It is anticipated that 
this service will prove invaluable to bank officials concerned 
with Government bond portfolios and with advising cus- 
tomers on Government bond matters. 
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IN 
WASHINGTON 


Excerpts from Washington Banktrends Weekly 
Review, Washington, D. C. 


INDEPENDENT BANKERS ON FARM CREDIT: The Murray 
Special Committee on Small Business, has received 
from the IBA a short monograph requested by it con- 
taining charges on the "ruinous competition which 
the PCA afforded little banks, classified as small 
business. Employees of the PCA "Scan the chattel 
mortgage records in the different counties and often 
unseat loans already made by banks," says the docu- 
ment. If PCA subsidy "is to continue the compe- 
tition will become more and more violent." PCA ad- 
vertising "seeks to inspire a feeling of hostility 
in the minds of the farmers against the banks. It 
is a socialistic venture..." IBA officers are count- 
ing on appearing in person before this committee. 


VICTORY LOAN DRIVE: Its success is a credit to com- 
mercial banking and the organizing committee. Real- 
istically, the banks did a job that the investment 
sellers had previously been unable to do, at least 
to the extent necessary. But there will be other 
large drives within a few months, which may be much 
harder. The smaller towns, including the smaller 
banks, will be expected to do more. Reports show 
that Secretary Morgenthau called on national bank 
examiners (a novel procedure) to make a quick check 
of the campaign. While full finding are not publi- 
cized, they show that the effort was best organized 
in the large cities fair to indifferent in the mod- 
erate sized cities and poorly organized, or not at 
all, in the small towns. Small bank co-operation is 
going to be needed. 


CONSUMER CREDIT DATA: The uniform bank report form 


includes requirements for information on consumer 
loans to individuals, regardless of size or matur- 
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ity. This data is sought by the Reserve Board, as 
an aid to control of consumer credit and in connec- 
tion with Regulation W and its reports. When and if 
new control legislation is sought in this field, 
statistical information will be essential. Of some 
interest is the fact that the Board's regular re- 
ports on consumer instalment loans, now uses the 
term—"small loan companies," rather than "personal 
finance companies as in the past. 


FEDERAL ADVISORY COUNCIL: The Council's Executive 
Committee met (in January) at the Reserve Board but 
issued no statement and passed no resolutions. Dis- 
cussion included the freeing of War Loan Accounts 
from FDIC assesments and discussion of victory Loan 
campaigns. Chairman Eccles told them he favored 
ways and means of keeping local banks, in war con- 
gested areas, open longer to receive worker's de- 
posits, thereby helping to check hoarding. This 
principle is also favored in several regions, de- 
spite some clearing house opposition. Not only 
would money come out of hoarding but many citizens 
thus become acquainted with banks. 


BANK LEGISLATION: Legislation likely to receive some 
official support are measures to remove war loan 
accounts from the FDIC assessment base and also to 
remove them from inclusion in reserve requirements. 
The request of the Comptroller of the Currency for 
putting his reports on a calendar year basis is also 
favored. Other measures in prospect for considera- 
tion, with varying degrees of pointed debate, are: 
the freeze branch bank bill sponsored by the Inde- 
pendent Bankers; the bill requiring branch banks to 
publish locally statements of loans, discounts and 
deposits. The U. S. Savings and Loan Association 

is expecting to enter a revised bill to clarify 
powers and privileges under the Home Loan Act, par- 
ticularly as to insurance and assessments. Morton 
Bodfish and ABA officials have been in conference 
but without commitments from the latter. The Sav- 
ings & Loan League is critical of some of the mut- 
ual savings banks. 


NEW BILLS AFFECTING BANKS: Most bills were in the 
House: Patman (HR=-1) on non-interest bearing bonds 
to Reserve Banks, but interest bearing to commer- 
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cial banks. Ludlow put in the first resolution on 
equal rights for women in property and pay. Lynch 
(HR-5) on continuing the pay of the armed forces for 
l year after end of the war. Fulmer (HR-50) the 
slightly revamped land bank and interest bill which 
the ABA fought during the last Congress and will 
fight again. O'Toole (HR-96) to forbid companies 
and volunteer association from practicing law before 
the courts or quasi-judicial bodies. Patman (HR- 
150) to authorize Reserve banks to issue certifi- 
cates of indebtedness. Patman (HR-152 for Govern- 
ment ownership of Reserve banks. Patman (HR-154) 
capturing for the Treasury unclaimed deposits in 
national banks. Other bills icluded Voorhis, for 
Government ownership of Reserve banks, for elimi- 
nation of dollar-a-year men. Treadway and Reed, for 
repeal of Silver Purchase Act. In a formal state- 
ment Patman says he plans the introduction of a bill 
requirng Reserve banks to buy delinquent municipal 
or state bonds, paying interest on them up to one- 
eighth of 1 per cent. The Reserve Board will oppose. 


TAX PROGRAMS: There still remains no clear accepta- 
ble plan for the 1943 Revenue bill. Sales tax advo- 
cates are gaining ground. The President will sup- 
port higher and more excise taxes—a form of sales 
tax. But expressions in Congress now indicate a 
trend for pay-as-you-go tax, enacted, if possible, 
before March 15. Coupled with this is slightly 

less of a trend for "skipping" or "forgiving" the 
1942 taxes. The Treasury is not now so strongly 
opposing the Ruml idea. It is working on proposals 
for limiting the "forgiving" to certain low earning 
brackets. Treasury experts have not forgotten the 
Spending Tax idea which was presented with a flour- 
ish of statements last year and poor timing, with 
the result that it was scorned by the Senate Finance 
Committee. Perhaps as a compromise the Spendings Tax 
is again to be offered. It includes the withholding 
principle but under graduated scales and is advo- 
cated as anti-inflationary. 


RESERVE BANK "NOTES": Ralph Robey, financial writer 
and Prof. Walter Spahr of the National Economists 
Committee have publicly labelled these notes unlaw- 
ful money, foreseeing inflation in their use. (It 
is odd to charge currency inflation moves to the ex- 
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tremely cautious Reserve Board and staff!) The 
facts underlying the use of about $600,000,000 
Reserve notes are: These notes were printed for use 
when the banks reopened following the March, 1933, 
banking holiday to enable Reserve banks to pay out 
to member banks Reserve currency secured by paper 
not eligible as collateral for Reserve notes and not 
requiring gold certificate reserves. About $300,- 
000,000 then went into circulation. The remainder 
was kept for possible use should an emergency arise. 
Due to the great demand for currency these already 
printed notes were remembered. Their use would save 
time and materials. Government securities are 
pledged with Reserve agents as collateral. However, 
in order to avoid the tax of % of 1 per cent on their 
liability as notes in circulation, according to law, 
it was agreed to extinguish Reserve banks liability 
on the notes by the Treasury being given an equiva- 
lent amount of credit on the books of the Reserve 
banks. This is legally a deposit of lawful money 
with the U. S. Treasury and saves the tax. (The 
Treasury fully agreed.) The effect is to give the 
Treasury the use of funds without interest for a 
short time and temporarily adds to the member: bank 
reserves, but the amounts are relatively insignifi- 
cant in the light of the limited amount of notes 
available. 
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Finaneial 
Situation 
Abroad.. 


A Monthly Survey 


HE December issur of the BANKERS MaGazineE of 
London contains a most comprehensive and interesting 
article on “What Is Banking,” the author being Rt. 

Hon. Reginald McKenna, chairman of the Midland Bank 
Limited. The following are brief extracts from his article: 

“There are not less than five million active banking ac- 
counts in England, and approximately 450 million checks are 
handled by the banks in the course of a year. In addition, 
about three million people have ‘deposit accounts’ which are 
not ordinarily operated upon by checks, while there are some 
millions of small savings accounts of the customers with 
active banking accounts, one in six is a borrower from his 
bank at any particular moment.” 

“The work of a bank begins with the receipt of money 
from its customers to whom it enters into obligation which 
the law has defined in the utmost detail . . . The first rule is 
to maintain a minimum ratio between the amount of the 
deposits with bank and the cash it retains at all times to meet 
customers’ demands. For this purpose cash means currency 
and a balance at the Bank of England which can be turned 
into currency at a moment’s notice. ... 

“Behind this first line of defense, banks before the war 
kept an amount equal to at least twenty per cent of the de- 
posits in short-term bills, ultimately discountable at the 
Bank of England, and in loans to the money market at call, 
which also were immediately convertible into cash. The re- 
mainder was invested in Government securities or lent to 
customers in the form of loans or overdrafts. With their 
assets thus distributed the banks found themselves equal to 
meeting any call made upon them for cash, in good times or 
bad, in periods of abundance or stringency. 
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“The same principles hold good to-day though conditions 
of war finance have necessitated some modifications in their 
application, and the general standard of liquidity has be- 
come even higher. A new form of eligible asset has been 
made available, the Treasury deposit receipt, which may: be 
regarded. as almost the equivalent of a six-months’ bill. 
These receipts are held in large amounts by the banks, and 
provide a cheap and convenient form of borrowing by the 
Treasury. In consequence the highly liquid assets, includ- 
ing cash, have risen above 45 per cent. The banks’ holdings 
of Government securities have also largely increased, while 
advances to customers have fallen. One ratio alone has re- 
mained fixed, and the dominant one—the ratio of cash to 
deposits, which continues to stand, with the short-term varia- 
tions already mentioned, at a minimum of ten per cent.” 


India 


Budget accounts of the Central Government of India 
for the year ended March 31, 1942, shows a net deficit of 
186,300,000 rupees, according to figures published recently. 
Total revenue, including periodical adjustments and trans- 
actions of the railways and of the Posts and Telegraphs 
Department amounted to 1,758,000 rupees compared with 
1,458,000,000 rupees in 1940-41. ‘Total expenditure, includ- 
ing periodical adjustments, amounted to 1,889,900,000 
rupees, compared with 1,523,300,000 rupees in 1940-41. 

The abnormal rise in total expenditure in 1941-42 
was accounted for by defense expenditure which totaled 
1,039,8300,000 rupees, compared with 736,100,000 rupees in 
1940-41. 

India’s permanent debt showed a net reduction of 978,- 
400,000 rupees, as against 285,600,000 rupees in 1940-41. 
This reduction resulted from the repayment of nonterminable 
sterling loans, under the second Debt Repatriation Scheme, 
amounting to 985,000,000 rupees, the cancelation of rupee 
counterparts aggregating 477,500,000 rupees and the dis- 
charge of other debts to the extent of 75,000,000 rupees— 
“tag offset by 560,000,000 rupees of new Defense 

oans. 
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The financing of the repayment of sterling debt resulted 
in an increase of 520,000,000 rupees under floating debt. 

Published figures for the first 6 months of the current 
fiscal year, beginning April 1, 1942, show that expenditures 
exceeded receipts by 649,200,000 rupees, as against 253,200,- 
000 rupees in the corrresponding period of 1941-42. Revenue 
was higher than for the corresponding period of the preceed- 
ing year by 110,200,000 rupees, but defense expenditures 
rose by 480,200,000 rupees. — Foreign Commerce Weekly. 


Peru 


Budgetary receipts in the first 10 months of 1942 totaled 
209,300,000 soles, compared with an estimate of 208,800,000. 
Collections under special laws were 76,200,000 soles, com- 
pared with an estimate of $62,900,000 soles. 

_ A bill heavily increasing the income tax on business 
profits was submitted to Congress. The proceeds will be 
used to balance the 1943 national budget. 

Further expansion in banking facilities is evident from 
the latest reports available. At the end of September, funds 
available in Peru totaled 216,600,000 soles, compared with — 
208,600,000 soles at the end of August; funds abroad 
30,400,000, compared with 27,000,000; loans and discounts 
329,500,000, compared with 327,700,00; and deposits 545,- 
700,000 compared with 533,300,000. The September figures 
for funds available and deposits are the highest on record, 
and those for loans and discounts were exceeded only in 
June 1942. In October, bank clearings registered a new 
peak, 176,000,000 soles, as compared with 141,500,000 soles 
in September. — Foreign Commerce Weekly. 


Venezuela 


The Venezulean Government has issued 4,500,000 
bolivares of treasury notes to meet existing obligations. 
This is the first time in recent economic history that such 
notes have been issued. The emission was fully subscribed, 
and it is the announced attention to place other issues in the 
near future. The initial issue was a direct result of the 
curtailment of imports, as a result of which government 
revenue has declined sharply.—Foreign Commerce Weekly. 
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Current Conditions in Canada 


ISCUSSING general conditions in Canada, the 
Monthly Commercial Letter of the Canadian Bank of 
Commerce, Toronto, for January says: 

“The level of manufacturing, as measured by our index 
of industrial activity, was unchanged from mid-November 
to mid-December, our index remaining at 186 (1937=100) 
and the percentage of factory capacity utilized at 122. 
The food group moved to a new high, with the output of 
flour and cereals in the lead, and with a slight increase in 
meat-packing. This rise was mainly offset by a decline in 
the automotive and the heavy section of the other iron and 
steel trades owing in part to re-tooling of certain units. The 
clothing group declined only slightly, while a rise of pulp 
and paper was counterbalanced by a fall in other wood 
products. Increased activity was indicated in the processing 
of non-ferous metals. 

“Our wage payroll index fell from 223 (revised) in 
October to 214 in November (1987=100). Manufacturing, 
mining and construction wages were lower, but in the case 
of many manufacturing concerns this was due to fewer 
pay days in the month. Logging, transportation and trade 
payrolls were higher.” 


Bank oF MontTREAL 


The Business Summary of the Bank of Montreal, dated 
January 22, 1943, comments as follows on current condi- 
tions in Canada: 

“In the first month of what promises to be a momentous 
year Canadian business conditions are being adjusted in 
ever-increasing degree to the imperative demands of wartime 
economy. The 1948 rate of war production in Canada is 
estimated at $3,700,000,000. It rose from $1,200,000,000 in 
1941 to $2,600,000,000 last year. The Dominion Bureau of 
Statistics index of the physical volume of business in general 
in the first eleven months of 1942 average 28 per cent above 
the level for the corresponding 1941 period. Production 
was at a new high level. Manufacturing advanced 39 per 
cent, and the primary iron and steel industry, at a high level 
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in 1941, recorded further advances. Retail sales gained 15 
per cent and there was a substantial expansion in railway 
traffic. 

“New restraints have been placed upon business and it is 
to be expected that more will follow. A revised consumer 
credit order, to become effective February 1, will have the 
effect of consolidating previous orders and of effecting closer 
control of credit buying. Practically all forms of credit sales 
are covered and the down payment on all goods is standard- 
ized at 33 1/3 per cent. Charge accounts must be settled 
by the 25th day of the month following the month of pur- 
chase and no days of grace are permitted. Conditions under 
which defaulted charge accounts may be re-established are 
tightened. In a series of meetings with manufacturers and 
others interested, Ottawa officials are explaining details of 
a modified controlled materials plan under which Canadian 
producers will obtain metals, metal-bearing products and 
other materials which must be imported from the United 
States in conformity with American regulations. A form of 
priorities system is to be applied shortly to the delivery 
of industrial materials produced or supplied within the 
Dominion although the plans for this have not yet been 
worked out. Canada’s external trade is estimated at over 
$4,000,000,000 in 1942. No figures are available as to im- 
ports but exports are valued at $2,385,000,000, a figure 50 
per cent higher than that in any year of the last war. In 
December exports stood at $271,000,000, a record-breaking 
monthly total. As was to be expected, shipments of 
Canadian-made war materials to fighting theatres through- 
out the world accounted for a large part of the export 
expansion. Approximately 25 per cent of Canadian meat 
supplies went to the United Kingdom during the year, as 
much as 75 per cent of inspected hog slaughterings went to 
meet British bacon demands and an estimated 65 per cent of 
Canadian cheese production went to Britain, plus 15 per cent 
of the egg output for the year. The British Food Ministry 
has undertaken to purchase the equivalent of 63,000,000 
dozen shell eggs from Canada in 1943, the 1942 agreement 
having been for 45,000,000. In the domestic market, meat 
rationing is in prospect, the Minister of Agriculture having 
stated that this course will be necessary here and in the 
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United States as well. The Minister appeals for greater 
beef production. 


“Drastic changes in certain lines of the industrial war 
program are being carried out as the result of experience 
gained in actual fighting, and in some cases these changes 
have involved the retooling of plants and a temporary laying 
off of workers. Also lack of shipping space and the prob- 
lems of finding storage room in Britain for further quantities 
of certain war materials, which Canada has been shipping 
across the Atlantic in immense volume, have been responsible 
for a curtailment of the production of these materials and 
in some localities the number of workers deprived of their 
jobs through these two factors is quite substantial. But for 
other kinds of war materials the supply falls short of the 
demand and, as there is an acute shortage of labor in certain 
industries, no competent industrial workers need lack em- 
ployment long. 

“A preliminary estimate by the Dominion Bureau of 
Statistics places the total value of’ Canadian mineral pro- 
duction in 1942 at $564,200,000, which represents a gain of 
$4,000,000 over the figure for 1941, despite a drop in the 
value of gold output from $206,000,000 to $186,000,000. 

“Curtailment of newsprint deliveries has been ordered by 
the Newsprint Administrator, Canadian mills being limited 
to 90 per cent of their average deliveries between October 
1, 1942, and March 31, 1942. This supersedes an order of 
October 28 restricting the output to the average monthly 
quantity produced for sale within Canada or the United 
States between April 1 and the end of September, 1942. 
The December production and shipments by Canadian mills 
were well below those of December, 1941, and moderately 
less than those of November, 1942, the industry operating 
at 66 per cent of capacity. ... 

“The Canadian Government has sold $90,000,000 of 
refunding bonds in New York through a syndicate of bank- 
ing and investment institutions. This issue was given an 
excellent reception and will mean an annual saving in in- 
terest charges. 

“Reflecting Third Victory Loan operations, the monthly 
report of the chartered banks on conditions as of November 
30 last, was marked by a decline in the month in deposits 
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by the public payable on demand from $1,609,059,000 to 
$1,402,416,000, while notice deposits decreased from $1,708,- 
783,000 to $1,629,495,000. Deposits due to the Dominion 
Government increased from $184,997,000 to $576,558,000. 
Government and other security investments moved down 
from $2,378,936,000 to $2,303,914,000. Current loans in 
Canada rose from $1,007,598,000 on October 81 to $1,164,- 
472,000. Bank debits to individual accounts in December 
totalled $4,194,000,000 as compared with $8,686,000,000 in 
December, 1941. 

“The bond market has been active with continued price 
improvement in Dominion of Canada and other high-grade 
issues. Quotations for the bonds of pulp and paper com- 
panies are materially higher. On January 14 the Province 
of Quebec offered a new issue of $18,000,000 314 per cent 
Sinking Fund Debentures due February 1, 1960. The bonds 
were sold to the public at 99.50, the proceeds being used for 
refunding purposes. On January 12, the Province of New 
Brunswick sold a refunding issue of $1,250,000 314 per cent 
Sinking Fund Debentures due January 15, 1955, at 99.50. 
Both issues were accorded a very favorable reception by 
investors. The Foreign Exchange Control Board rates for 
sterling and United States dollars have continued unchanged 
at 4.43-4.47 and 10 per cent-11 per cent premium.” 


Royat Bank oF CANADA 


The January letter of the Royal Bank of Canada, Mon- 
treal, comments as follows on the Beveridge report: 

“A government report is not often a runaway best-seller, 
but the recent Report on Social Insurance and Allied Serv- 
ices* in Great Britain by Sir William Beveridge has been 
just that. The first edition in England was sold out on the 
day of publication. In the United States it is reported that 
25,000 copies were sold the first week after publication. 
Possibly an even greater tribute to the report is the fact 
that the German propaganda agencies have been working 
over-time in an effort to counteract its effects upon the 
people of Germany. 


*Published in Canada by the MacMillan Company of Canada Limited, to 
whom acknowledgment is made for permission to quote extracts from the Report. 
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“The report has aroused such interest because it is the 
first attempt to present a possible solution of some of the 
economic problems of industrialized society, in practical 
detail and in terms that have a direct bearing upon the 
ordinary man. It does not pretend to be a panacea to cure 
all the possible ills of a post-war world. In the Report’s own 
words, ‘Social insurance fully developed may provide income 
security; it is an attack upon Want. But Want is one only 
of five giants on the road of reconstruction and in some ways 
the easiest to attack. The others are Disease, Ignorance, 
Squalor and Idleness.’ 

“Nor is it a program of giving a livelihood to all, de- 
serving or not, at the expense of the state. The plan is not 
one for giving to everybody something for nothing and 
without trouble, or something that will free the recipients 
for ever thereafter from personal responsibilities. The plan 
is one to secure income for subsistence on condition of 
service and contribution and in order to make and keep men 
fit for service. It cannot be got without thought and effort. 
It can be carried through only by a concentrated determina- 
tion of the British democracy to free itself once for all of 
the scandal of physical want for which there is no economic 
or mora] justification. When that effort has been made, the 
plan leaves room and encouragement to all individuals to 
win for themselves something above the national minimum, 
to find and to satisfy and to produce the means of satisfying 
new and higher needs than bare physical needs. 

“In its 8300 pages, the report surveys the whole field of 
social security in Great Britain, it recommends the adoption 
of a unified plan of insurance against unemployment, sick- 
ness, accident, impoverished old age and other disabilities 
from which men and women may suffer through no fault 
of their own. Many of its issues and recommendations 
are controversial and it introduces concepts with which all 
may not agree. The recommendations and the reasons there- 
for should be read in their entirety for a complete under- 
standing of the actual scope and meaning of the proposals.” 
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BOOKS for 
BANKERS 


Brief Reviews 


MontcoMErRY’s FEDERAL TAxEs ON CORPORATIONS: GROSS 
INcoME AND Depuctions. By Robert H. Montgomery. 
New York: Ronald Press. 1943. Pp. 1056. $7.50. 

Mr. Montcomery has again this year prepared a voluminous 

treatise on the Federal Income Tax on corporations—a 

treatise which will be welcomed as usual by corporation 
executives charged with the increasingly intricate task of 
filing an annual tax return for the Federal tax authorities. 

The scope of this volume may best be determined by 
the following list of chapter heads: Taxable and exempt in- 
come; interest income; dividends and other corporate distri- 
butions; earnings and profits; recognition of gain or loss 
from sale or exchange of property; basis for determining 
gain or loss; capital gains and losses; deductions for com- 
pensation for services; deductions for interest; deductions 
for taxes; deductions for bad debts; deductions for losses; 
deductions for net operating losses; deductions for expenses 
and for contributions; deductions for depletion; income from 
royalties; deductions for depreciation and obsolescence; de- 
ductions for amortization of emergency facilities; assign- 
ment of income and allocation of income and expenses; bases 
of reporting income; renegotiation of war contracts; income 
from installment sales; inventory methods. 

The author’s opinion of the new tax bill is frankly ex- 
pressed in his preface. He says: 

Every word that Adam Smith wrote about taxation in 

1776 is as basically true today as it was when he wrote it. 
“And how has it been applied in the Revenue Act of 

1942? Comments of mine are not needed. The monstrous 

document speaks for itself. It shouts! It is a hodgepodge 

of contradictions, childish attempts to continue so-called so- 
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cial reforms mixed with efforts to redistribute wealth, 
coupled with feeble and futile gestures to placate the ‘have- 
nots’ with telling them the only thing they long for, i: e. 
how to get themselves what is being taken away from the 
‘haves.’ ”’ 


MontcoMERY’s FEDERAL TAXES ON CorporATIONS: Tax 
DETERMINATION AND Returns. By Robert Mont- 
gomery. New York: Ronald Press. 1943. Pp. 981. 
$7.50. : 

Wiru its companion volume (also reviewed in this issue) 

this book provides for the harassed corporation official valu- 

able assistance in understanding the Revenue Act of 1942. 
An idea of its wide scope may be had from the following 

list of chapter heads: Organizations taxable as corporations; 

exempt corporations; determination of normal tax and sur- 
tax; returns; taxation of foreign corporations and of income 
from U. S. Possessions; credit for foreign taxes; determina- 
tion of excess profits tax; the average income method; the 
average income method—mergers, consolidations and liquid- 
ations; the invested capital method; the invested capital 
method—intercorporate exchanges and liquidations; the re- 
lief provisions; consolidated returns—administrative provi- 
sions; consolidated normal tax and surtax; consolidated ex- 
cess profits tax—determination of tax; the income method; 
consolidated excess profits tax—the invested capital method; 
consolidated returns—basis and recognition of gain or loss; 

dividends paid credit; basic surtax credit; corporations im- 

properly accumulating surplus; personal holding companies 

and foreign personal holding companies; regulated invest- 
ment companies; personal service corporations; payments, 
assessments and refunds; information at the source; penal- 

a the capital stock tax; the declared value excess-profits 

ax. 

An idea of Mr. Montgomery’s opinion of the Act may 
be had from the following comment in his preface: 

“The Revenue Act of 1942 was conceived in January, 
1942. It never came to life. The abortion occurred rather 
suddenly late in October. We have a ten months’ baby! 

“Maybe it is never too late to learn. There will be a 
Revenue Act in 1943. We can have nothing worse, it can 
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only be better. I give full recognition to the remedial pro- 
visions sponsored by the Treasury. It is to their credit, 
although they are paid servants of the people sworn to do 
their part to tax the people fairly and impartially.” 


Tue Impact oF FepERAL Taxes. By Roswell Magill, for- 
mer Under Secretary of the Treasury. New York: 
Columbia University Press. 1943. Pp, 218. $3.00. 


T'AxEs are money taken from our pockets and put into the ~ 
Government’s pocket. But in its ultimate effects, taxation 
is far more than a simple transfer of money. The kinds of 
taxes which are levied, the ways in which rates and exemp- 
tions are determined, vitally affect the family and business 
lives of millions of people. Every citizen today feels the 
hand of the tax-collector; but how many of us understand 
anything of the Federal system of taxation as it operates, 
the theories upon which it is based, and the repercussions 
which it has upon our economic system? 

As the Federal tax laws have increased in length and 
technicality, many treatises and tax services have been pre- 
pared to aid the expert. But the broader and more funda- 
mental aspects have been less fully considered. Professor 
Magill remedies this omission in a book which is as readable 
as it is authoritative. A well-designed tax system, he says, 
should provide an adequate yield, it should be simple and | 
economical in administration, and it should be fair. He 
measures up our present Federal tax system against these 
criteria, and then examines in some detail the effects of in- 
come taxes and gift and inheritance taxes upon family set- 
tlements, and the effect of corporation taxes upon business 
policies. The excess profits tax, as a wartime measure, 
receives special attention. As a background to the present 
situation Professor Magill summarizes the history of Fed- 
eral taxation in the ten years preceding the outbreak of the 
war. And finally, he describes the actual functioning of the 
Bureau of Internal Revenue and makes certain suggestions 
for improvements in administration. 

This is a book not only for the expert who wishes to have 
a broader view of the whole tax problem, but also for the 
business man and intelligent layman who wants to be able 
to understand the tax news in the headlines. 
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KryNEsIAN Economics. By Mabel F. ‘Timlin. Toronto, 
Canada: University of Toronto Press. 1942. Pp. 198. 
$2.75. 

THE scoPE and purpose of this book is explained by the 

author in the introduction as follows: 

“Tt is the intention in this study to explore the system 
of economic analysis set out in its original form in Mr. John 
Maynard Keynes’ “The General Theory of Employment, 
Interest and Money’ in order to consider first its internal 
consistency and second its application to the world we know. 
No attempt will be made to restate Mr. Keynes’ own analy- 
sis directly. . . . It is expected rather to synthesize with the 
work as it stands in Mr. Keynes’ own publications such ideas 
of other authors as appear relevant to the control of the sys- 
tem and useful in making its properties apparent. Beyond 
this, since it appears to the writer that the system constitutes 
a vital expansion of the corpus of economic doctrine de- 
veloped in Britain and elsewhere in the one hundred and 
sixty-six years since the publication of ‘The Wealth of Na- 
tions,’ the right is expressly reserved to expand and to qualify 
the analysis of the system in the directions and to the degrees 
which appear to be required by logic and by the statistical 
studies which have succeeded the presentation of the system 
in Mr. Keynes’ ‘General Theory.’ ” 


Do WE Want A FeEperAt Sates Tax? By Charles O. 
Hardy. Washington, D. C.: The Brookings Institute. 
1943. Pp. 47. 25c. 


AFTER a summary of the Federal sales tax proposal this 
booklet summarizes its conclusions as follows: 

“It is urgently necessary that the Government take steps 
to increase the proportion of the budget that is met by taxa- 
tion, in order to slow down as much as possible the growth. 
of the public debt. 

““Under present conditions equity demands that all 
classes of the population shall share in the financial sacrifices 
of the war, except those who are dependent on public assist- 
ance to meet their needs for maintenance, or who have no 
surplus above the maintenance level in income or other spend- 
able resources. A sales tax would not only provide substantial 
revenue but would draw that revenue largely from classes 


THE BANKERS MAGAZINE for February, 1943 





that are not reached by other forms of direct Federal taxa- 
tion. 

“It is urgently necessary alao that the Federal govern- 
ment take steps to increase the proportion of taxes (or bor- 
rowings) that come out of funds otherwise intended for con- 
sumption so as to minimize the danger of upward pressure 
on the price structure. Since the sales tax would be paid 
chiefly out of income that would otherwise be devoted to 
consumption expenditure rather than to savings, it would 
lessen the possibility of price inflation. 

“As compared with other forms of sales tax, a tax on 
sales at retail is by far the most desirable. It would be 
paid only once on the same commodity and consequently 
would not be pyramided. It would not complicate the ad- 
ministration of price control and would have no appreciable 
tendency to disturb the existing pattern of industrial and 
commercial organization. 


“To lighten the burden on groups with the lowest stand- 
ards of living, certain exemptions should be provided. This 
might be done either through issue of exemption coupons 
or through the exclusion of commodities, particularly food, 
from the tax. 


“Collection of a retail tax would present no extraordinary 
administrative difficulty.” 


Pusiic Liprary SERVICE TO BusinEss. Newark, N. J.: 
Newark Public Library. 1942. Cloth. Pp.215. $38.50. 


Pustic library service to business is surveyed in this book 
which is a comparative study of its development in cities over 
70,000. A detailed study of procedures in libraries of many 
sizes and problems it provides: 


_ An account of the practices followed in selecting and maintaining 
business collections of all types. . 


An analysis of the use and the relation of cost to use in connection 
with investment services, city directories, business directories, books 
and. magazines. 

A description of the methods used in relating the work of the pub- 
lic library to the business community. 

A discussion of the relationship between business book and maga- 


zine publishers, government bureaus ond librarians in the production 
of these publications. 
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The statistical data on budget costs, hours, size of. staff, etc., in 
the field of public library service to business. 

A record of the resources in city directories, trade directories, in- 
vestment services, business books and magazines in citiés/ over 70,000. 


All these and other phases are presented in a volume con- 
sisting of 40 pages of comparisons, problems and trends; 
and 157 pages of data from the reporting libraries. 'To this 
is added supplementary statistical and directory matter, a 
selective reading list and check-lists of trade directories and 
business periodicals. Based on material gathered late in 
1941 and early in 1942 and compiled by the staff of the 
Business Branch of the Newark Public Library. 


THE Panic oF 1857. An Analytical Study. By George 
W. Van Vieck. New York: Columbia University Press. 
1943. Pp. 126. $1.50. 


THE PURPOSE of this study is to present an analytical ap- 
proach to the crisis of 1857. Investigation of economic his- 
tory during the past quarter century has clearly shown that 
practically any economic movement of importance is an 
extremely complex phenomenon. The study has been di- 
vided into four parts. The first deals with the long-term 
factors, the second with the short-term factors, the third with 
the panic and crisis itself, and the fourth with a brief analy- 
sis of those forces operating during the fall of 1857 and the 
spring of 1858 which brought the crisis to an end and placed 
the American economic system on the path to a new pros- 
perity. 


Patents AT Work. A Statement of Policy. Washington, 
D. C.: Alien Property Custodian. 1943. Pp. 25. 


THE United States Government, through the Office of the 
Alien Property Custodian, now holds about 50,000 patents 
formerly owned by residents of enemy and enemy-occupied 
countries. 'The inventions disclosed in these patents repre- 
sent research achievements of great potential value. 

The Custodian is offering these patents for use by Ameri- 
can industry. ‘They will have a high usefulness as a means 
toward winning the war and as a contribution toward re- 
building our peace-time economy. ‘The success of the pro- 
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gram will depend largely on how rapidly and effectively 
American business utilizes the inventions covered by these 
patents for increased and improved production. 

This pamphlet has been prepared to provide American 
industry with a brief outline of the policies which have been 
adopted for the administration of these patent holdings. 
There is also an index to the classified lists of vested patents 
for use as a guide in ordering specific sections. 


TraIninG As Jos Instructors. A Method for Facilitat- 
ing War Production. New York: Policyholders Service 
Bureau, Metropolitan Life Insurance Company, 1 Madi- 
son Avenue, New York. 

THIS HANDBOOK of training principles and practices, based 
on a survey conducted by the Metropolitan’s Policyholders 
Service Bureau, discusses such important questions as the 
selection of job instructors, the time and place for their 
training, the consequence of inadequate training, the cost of 
training and many others that concern executives. Included 
in the report are samples of training programs now in opera- 
tion in war production industries and many exhibits illustrat- 
ing the material used in such programs. 

The report is based on interviews and correspondence 
with Federal and State Agencies, consultations with private 
companies, and actual use of the training method by the 
author in the plants of several companies. An appendix 
to the report lists references dealing with the job instructor 
training activities of some 21 war production companies with 
thumbnail sketches of the training problems encountered. 


Wuere Can WE Get War Workers? Results of a Man- 
power Survey in Baltimore. By Sanford Griffith. New 
York: Public Affairs Committee, 30 Rockefeller Plaza. 
1942. Pp. 32. 10c. 

A CROSS-SECTION survey of the manpower situation in Balti- 

more reveals an adequate supply of local labor but a train- 

ing and placement program inadequate for the needs of a 

total war effort. These are the major conclusions of this 

pamphlet. 
The survey reveals that although Baltimore needed ap- 
proximately 59,000 new workers in the last five months of 
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1942, of which about 32,000 were expected to come from 
outside the city, there actually were more than 300,000 po- 
tential workers within the city who were not being utilized. 
Some 250,000 of these were women, and a large part of the 
remainder were Negroes. Although the employment of 
women has risen rapidly in the past six months, and a some- 
what less satisfactorily rise has occurred in the employment 
of Negroes . . . “there is still considerable doubt whether 
either of these groups is being trained and placed in jobs as 
rapidly as is needed for an all-out war program,” according 
to the survey. 

Other outstanding conclusions from the Baltimore survey 
are: 

“No over-all inventory of Baltimore’s potential labor 
resources and skills has ever been made. 

Acute shortages in special skills were not being met. 

“There were many workers with skills that could be 
revived with adequate training. 

“No large-scale intensive vocational or technical training 
had been developed that was adequate to meet Baltimore’s 
needs. 

“The Training Within Industry program was far from 
being in general use and from meeting the requirement for 
creating needed skills. 

“Full use must be made of women, Negroes, and other 
minority groups.” 

Some improvement in the Baltimore situation is reported 
to have occurred since the completion of the survey, but re- 
cent studies made elsewhere “show that the conditions set 
forth in the pamphlet still exist in acute form in many parts 
of the country.” 

In any case, the facts are not to be regarded as an in- 
dictment of Baltimore. They are, according to the pam- 
phlet, “rather a warning to the public of what the country 
faces unless a more determined effort is made to coordinate 
and speed manpower placement.” 


CoLLAPsE oR Boom AT THE END OF THE War. By Harold 
G. Moulton and Karl Schlotterbeck. Washington, D. 
C.: Brookings Institution. 1942. Pp. 40. 25¢c. 

Arter a study of this problem this pamphlet comes to the 

following conclusion: 
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“The first two years or so after a war, as past experience 
reveals, are the easiest. not the ‘hardest. Stimuli rooted in 
the’ war still continue—but, in a reverse way. Just as the 
extraordinary. war demands. stimulate and point the way 
for the expansion of war. production, so the accumulated 
needs resulting from wartime restrictions and the consequent 
shortages stimulate and point the way to the resumption of 
peace -production on a vast scale in order to meet urgent 
replacement requirements. Economic difficulties are more 
likely to occur after the replacement period is over and the 
demand cycle produced by the war has ended. 

“While we may thus look forward with reasonable assur- 
ance to the period of transition immediately following this 
war, it should be soberly noted here that the replacement 
process will not of itself have solved our longer-run basic 
economic problems. ‘That is to say during this interval the 
forces responsible for a reJztively satisfactory level of pro- 
duction and employment will not have brought a solution 
of such problems as the following: (a) the huge public debt 
and the unbalanced budget; (b) the reestablishment of 
balanced international trade and financial relations; (c) 
agricultural adjustment, both to the domestic and world 
situation; (d). the relations of labor and management; (e) 
the maintenance of an effective balance between consump- 
tion and productive capacity; and (f) effective co-operation 
between government and industry. The real test of this 
country’s ability to mantain prosperous conditions will come 
after the comparatively easy period of transition. Our fu- 
ture will depend upon the progress which we can make dur- 
ing the transition period toward the elimination of basic 
sources of economic maladjustment. Unless genuine pro- 
gress toward the solution of these problems can be made, 
we would find ourselves little better off than we were before 
the war. Indeed, we would be worse off for we would have 
added the complications of a vast new public debt.” 
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THE BANKERS DIGEST 


The ANNUAL MEETINGS 


Manufacturers Trust Company 
New York 


Presiding at the Annual Meeting of 
Stockholders of the Manufacturers Trust 
Company, New York City, on January 
15, 1943, Henry C. Von Elm, vice- 
chairman of the board issued the bank’s 
report in the absence of Harvey D. 
Gibson, president, who is in London 
serving as American Red Cross Com- 
missioner to Great Britain. 

Mr. Von Elm states that Net Oper- 
ating Earnings for the year 1942 had 
amounted to $6,646,613.20 after all 
expenses and taxes, Preferred Stock 
dividends and net amortization of securi- 
ties, or $4.03 per common share as 
compared with $3.91 for the year 1941, 
not including net profits from securities 
sold. Of this total $3,299,838.00 was 
paid in dividends to common stock- 
holders and $3,346,775.20 was credited 
to Undivided Profits Account. 

Net profit on the normal sale of 
securities during 1942 amounted to 
$449,011.98. The restoration of amor- 
tization on bonds and F. H. A. mortgages 
sold amounted to $202,878.56 in 1942 
as against $248,309.95 in 1941. In addi- 
tion, a readjustment of the bank’s 
Government Bond portfolio was made 
during the year, resulting in a profit of 
$2,163,032.82. The securities disposed 
of in this latter operation had pre- 
viously been written down by amortiza- 
tion in the amount of $546,419.32. 
Because of the unusual character of 
this transaction, the recapture of this 
amortization was not recredited to earn- 
ings through the amortization account 
as has been the bank’s custom for 
several years past. The tax on the 
transaction, which amounted to approxi- 


mately $270,000, was deducted from th 
profit realized, and the remaining profits, 
$1,893,032.82, were transferred to Secur 
ity Reserve Account. 

Recoveries on items heretofore charged 
off totalling $571,135.25 and miscel- 
laneous recoveries of $47,085.64 were 
credited directly to Reserve Account, 
The bank disposed of miscellaneous 
items at an aggregate net loss of $184, 
661.41, all of which was charged against 
reserves which had previously been s# 
up. 

Mr. Von Elm explained that th 
Bureau of Internal Revenue allowed a 
maximum tax deduction of $225,458.65 
as depreciation on bank premises owned 
and that this amount had been charged 
directly to Undivided Profits. Follow 
ing its policy of reducing the book value 
of its bank premises in an amomt 
greater than that allowed by the Revenue 
Department, there were written dow 
an additional $132,541.95 which has 
been charged to Reserve Account. Th 
total write-down of bank premises dur 
ing the year has therefore amounted 
to $358,000. 

Mr. Von Elm stated that a judgment 
arising out of transactions occurring il 
1929 was entered against the bank 
November 18, 1942 for $2,279,5%, 
with interest from the date of its entry. 
An appeal is now pending, and c 
is hopeful that the judgment will bk 
reversed. If it should finally be affirmed, 
the bank’s reserves are ample to covet 
such a contingency. 

At the end of 1942, the bank’s 
sources amounted to $1,419,495,473.51, 
and its deposits to $1,322,420,806.66 
This latter figure includes U. S. Gover 
ment War Loan deposits of $155,998 
234.19, as compared with similar @& 
posits of $27,614,686.84 a year ago 
Deducting these extraordinary _ items 
the bank’s gross deposits show an i 
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crease for the year of $210,032,540.83 
or 22 per cent. 

Total Capital Funds, which include 
Preferred and Common stock, Surplus 
and Undivided Profits, totalled $86,496,- 
281.51 at the end of 1942, as compared 
with $84,124,964.36 at the end of 1941, 
an increase during the year of $2,371,- 
317.15. This difference resulted from 
additions to Undivided Profits from ex- 
cess earnings over dividends paid, less 
$750,000—the amount by which, under 
its terms of issue, the Preferred Stock is 
retired each year—and less $225,458.05, 
the tax deduction allowed by the Bureau 
eof Internal Revenue as depreciation on 
bank premises owned. 

Mr. Von Elm reported in addition 
that the bank’s investment in U. S. 
Government Bonds had increased from 
$340,928,747.80 at the end of 1941, to 
$635,564,409.52 at the end of 1942, an 
increase of $294,635,661.72. This in- 
crease was made possible, in part, by 
the large increase in the bank’s deposits 
during 1942 and by the reduction in 
cash reserve requirements made by the 
Federal Reserve Bank during the latter 
part of the year. At the close of the 
year, the schedule of maturities of the 
bank’s holdings to call date was as 
follows: from one to five years hence, 
60 per cent; five to ten years, 35 per 
cent; and over ten years, 3.8 per cent. 

Informing the stockholders that the 
gain in average volume of loans out- 
standing for the past year as compared 
with a year ago had been $45,000,000 
or 18 per cent, and at the end of the 
year were $40,000,000 higher, Mr. Von 
Elm called attention especially to the 
large percentage of loans directly or 
indirectly tied up with the War effort. 
During the past year, the bank estab- 
lished a new Specialized Loan Depart- 
bent in which it has grouped some of 
its existing and new activities. There 
are four divisions within the department 
handling, respectively, Commodity and 
Merchandise Loans, Industrial Time- 
Payment Obligations, Personal Loans 
and Accounts-Receivable Loans. 

The Insured Loan Department, which 
handles U. S. Government Federal 
Housing Administration insured loans, 
acquired a substantial amount of these 
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loans for the bank’s own account during 
1942. This department also continued 
its activity in financing large blocks of 
such loans for correspondent banks 
and other financial institutions through- 
out the country. 


Chase National Bank, New York 


Submitting the statement of the Chase 
National Bank, New York City, for 
December 31, 1942, it was revealed 
that the deposits of the bank on that 
date were $4,291,467,000, the largest 
deposit figure yet reported by the bank, 
which compares with $3,628,466,000 on 
September 30, 1942 and $3,534,967,- 
000 on December 31, 1941. 

Total resources amounted to $4,569,- 
496,000 compared with $3,899,956,000 
on September 30, 1942 and $3,811,803,- 
000 on December 31, 1941; cash in the 
bank’s vaults and on deposit with the 
Federal Reserve Bank and other banks, 
$1,132,553,000, compared with $945,- 
679,000 and $1,248,516,000 on the re- 
spective dates; investments in United 
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States Government securities, $2,327,- 
748,000 compared with $1,796,736,000 
and $1,364,847,000; loans and dis- 
counts, $786,057,000 compared with 
$808,540,000 and $802,221,000. 

On December 31, 1942 the capital of 
the bank was $100,270,000 and the sur- 
plus $100,270,000, both amounts un- 
changed. After declaration on December 
23 of a semi-annual dividend to be paid 
February lst amounting to $5,180,000, 
the undivided profits account on Decem- 
ber 31 amounted to $45,049,000. This 
amount compares with $44,109,000 on 
September 30, 1942 and $40,370,000 on 
December 31, 1941. 

The net earnings of the Chase National 
Bank for the year 1942 amounted to 
$15,040,000, or $2.03 per share, com- 
pared with $14,518,000 or $1.96 per 
share, in 1941. 


National City Bank of New York 


The combined Net Current Operating 
Earnings of The National City Bank of 
New York and of the City Bank Farmers 
Trust Company for 1942 after provision 
for taxes and depreciation were $13,546,- 
526.42 compared with 12,785,642.18 in 
1941( adjusted to the same basis). This 
represents $2:18 per share for 1942 and 
$2.06 per share for 1941 on the 
6,200,000 shares outstanding. 

The Net Current Operating Earnings 
of the Bank for the year after provision 
for taxes and depreciation were $13,130,- 
745.76 compared with $11,972,764.60 in 
1941 (adjusted to the same basis). 

Said the annual report to share- 
holders: 

“Reserves are maintained which we 
consider adequate to cover the exposure 
of the Bank to war risk or other con- 
tingencies. As in previous years, these 
are deducted in arriving at the asset 
figures which appear in the public 
statements. 

“Interest from investments was sub- 
stantially higher than last year, reflect- 
ing largely increased holdings of Gov- 
ernment securities. Interest from loans 
was lower, chiefly because of the decline 
of ordinary commercial loans and con- 
sumer instalment financing. . . . 

“At the year-end our deposits were 
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$677,000,000 higher than a year ago. 
Of this increase ,however, $530,000,000 
consists of temporary U. S. War Loan 
deposits arising from purchases of 
Government securities by ourselves or 
our customers. The deposit increase 
also reflects the general expansion of 
bank credit due to Treasury financing. 
Bank deposits have increased Jess in 
New York than in other parts of the 
country where Government war expendi: 
tures have been larger, but this Bank 
has received its proportion of the in- 
crease in New York. ... 

“Our current practice of keeping 
fully invested accords with the general? 
policy suggested by the Federal Reserve 
Bank in view of the needs of the 
Treasury. 

“Of the holdings of the obligations 
of U. S. Government and Government 
agencies 73 per cent mature within five 
years and 94 per cent within ten years. 
We maintain a large portfolio of 
Treasury bills, which can readily be 
converted into cash. Of the State and 
Municipal securities 74 per cent mature 
within five years and 92 per cent within 
ten years. 

“ .. Ordinary commercial loans and 
consumer credits outstanding were lower, 
but loans for war production were 
higher. 

“Serial term loans are about as large 
as a year ago though the composition is 
changed—less commercial, more for wat. 

“We are continuing our policy of 
reducing each year the amount at which 
our bank premises are carried on our 
books. . . . 

“At the end of the year there were 
approximately 9,000 employes of the 
Bank and the Trust Company at home 
and abroad, a reduction of about 1100, 
mainly due to the suspension of opera- 
tions in the Far East. At the Head 
Office and in the branches one meets 
new faces at every turn—older men and 
many women who have enlisted with us 
to carry on the duties laid down by 
those entering the services. In addition 
to those who left during the year for 
military and naval service there have 
been losses to war industry and for 
other reasons. In replacing outgoing 
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personnel the number of women em- 
ployed by the Bank and the Trust Com- 
pany has again increased substantially 
and they have proved excellent workers. 

“The experience of the year again 
emphasizes the extent to which banking 
is a highly skilled occupation and 
changes have required a very careful 
training program and an infinite amount 
of adjustment and attention. As the 
volume of operations has continued to 
expand we have, of necessity, called 
upon our organization for more in- 
tensive effort. It can be said without 
reservation that our people have re- 
sponded with energy and devotion, and 
the work has been done effectively and 
expeditiously.” 


Guaranty Trust Company 
of New York 


Total current operating earnings of 
the Guaranty Trust Company of New 
York for the year 1942 amounted to 
$30,361,126.89 consisting of: Interest on 
loans—$8,883,696.41; interest and divi- 
dends on_ securities—$16,196,396.64; 
and other current operating earnings— 
$5,281,033.84. This compares with 
$29,197,975.16 in 1941. 


Current operating expense were 
$15,477,291.88 consisting of: interest 
paid—$69,993.39; salaries and wages— 
$8,106,633.78; other current operating 
expenses—$7,300,664.71. This com- 
pares with $16,082,334,71 in 1941. 

Commenting on the Earnings account 
the bank’s annual report says: 

“Interest on Loans increased $409,- 
732.25 for the year. The daily average 
amount loaned during the year was 
$39,469,000 more than in 1941. At the 
end of the year a considerable amount 
of the Company’s loans represented the 
financing of industries directly and in- 
directly connected with the war effort. 
A substantial amount of loans to dealers, 
for the purpose of financing the distribu- 
tion of Government securities, developed 
during the Victory Loan campaign. 

“For a number of years profits 
realized from sale of United States 
Government securities, instead of being 
credited to earnings, have been credited 


to the Amortization Fund to provide in 
part for amortization of other Govern- 
ment securities bought at a premium. 
Accordingly, each year a portion‘ of 
current amortization of bond premiums 
has been charged against the Fund, thus 
increasing interest earnings. For the 
year 1942, $2,500,000 of such amortiza- 
tion was charged against the Fund, as 
compared with $3,655,100 in 1941. The 
balance of the current amortization has 
been charged directly against coupon ° 
income. 

“Other current operating earnings. in- 
clude principally commissions from the 
various Trust and Foreign Department 
activities, miscellaneous commissions, 
and profits of the U. S. Government 
Bond Department.” 

Commenting on Expenses the report 
says: 

“Salaries and Wages increased $166,- 
783.67 from the previous year. in- 
ning with the last quarter of 1941, in 
order to provide some relief to em- 
ployes receiving $6,000 or less, and 
the amounts so paid are included ‘in 
Salaries and Wages. Employes joining 
the armed forces have been paid the 
equivalent of one month’s salary and 
the Company has reimbursed them for 
the cost of War Service Insurance for 
one year, to the extent of previous 
coverage under group insurance. Their 
pension rights for past service have been 
continued. 

“Other current operating expenses in- 
clude miscellaneous expenses, net cost 
of operating bank buildings, income and 
franchise taxes, social security taxes, and 
federal deposit insurance assessment. 


New York Trust Company 


The year-end statement of the New 
York Trust Company reports total 
assets of $673,169,484 and deposits of 
$628,777,300 as compared with $580,- 
838,745 and $537,081,903 respectively 
on December 31, 1941. Of the gain in 
deposits of over $91,000,000, more than 
$60,000,000 occurred in the last half of 
the year. The year-end totals constitute 
new high levels, assets in September 
having totaled $642,800,000. 

Capital on December 31, 1942, was 
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$12,500,000, surplus $25,000,000 and 
undivided profits $4,532,434. 

At the year-end the bank held $326,- 
995,936 in U. S. Government securities 
as compared with $196,596,510 at the 
end of 1941. Loans and discounts were 
$140,601,229 at the year-end as com- 
pared with $134,157,857 at the end of 
1941. Cash at the year-end was $134,- 
838,208 as compared with $168,368,326 
at the end of 1941. 


Commercial National, New York 


The Commercial National Bank and 
Trust Company of New York reported 
as of December 31, 1942 total deposits 
of $187,640,837.02 and total assets of 
$208,382,958.95, compared respectively 
with $161,861,238.45 and $181,853,- 
979,33 on September 30. The bank held 
cash on hand and due from banks of 
$50,365,891.78 compared with $44,579,- 
304.78 on September 30; investments in 
United States Government securities of 
$115,657,759.20 compared with $96,- 
389,670.70 on September 30. Loans and 
Discounts of $37,482,810.16 compared 
with $34,163,036.06, on September 30. 


The bank’s capital account was un- 
changed at $7,000,000.00 and its sur- 
plus and undivided profit account in- 
creased to $9,479,707.28 from $9,304,- 
232.64 at September 30 after payment 
of the regular dividend. Net earnings 
per share for the quarter were $4.51. 


Chemical Bank and Trust Company, 
New York 


The one hundred and nineteenth year 
of the Chemical Bank and Trust Com- 
pany, New York City, ended last Decem- 
ber 31, marking a year of growth and 
development reaching an all time high 
in deposits and resources, according to 
the Chairman’s Report, issued January 
21, 1943. 

The scope of operation was vastly 
changed during the year, war industry 
loans and commitments made amounted 
to $191,073,071.00; holdings of U. S. 
Government obligations rose from $321.,- 
211,477.96 to $536,810,141.33. The 
bank earned and paid the regular divi- 
dend of $3,600,000; cared for all ex- 
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penses and losses; set up the largest 


tax reserve in its history amounting to 
$1,392,000.00; paid $754,209.87 Federal 
Deposit Insurance Assessment; took out 
of the current year’s earnings $5,173; 
161.09 for amortization of bond pre 
miums; use of $379,808.01 of the year’s 
earnings for employe welfare and added 
$1,294,549.46 to the bank’s net worth. 
During the year 5,000,000 was trans 
ferred to the Surplus Account, bringing 
the surplus to $55,000,000, and the bank 
operated with average excess reserves 
amounting to $33,136,237.83. 


Corn Exchange National, 
Philadelphia 


According to the Report to Stock 
holders submitted by David E. Williams, 
president of the Corn Exchange Bank 
and Trust Company, Philadelphia, Pa, 
on January 12, 1943, the earnings of 
the bank in 1942, after all expenses and 
reserves for taxes and depreciation were 
deducted, amounted to $1,081,850. 

Deposits showed an increase of more 
than $36,000,000 for December 31, 1942 
over December 31, 1941, and an increase 
of over $44,000,000 in United States 
Government bond holdings during 1942. 

Containing a full account of the 
bank’s participation in the war effort, 
the report discloses a substantial im 
crease in Foreign Service volume and 
in the earnings from that source. There 
was no change in directorship, fifteen 
directors having been elected. 

Commenting on the bank’s Loan and 
Discount account, President Williams 
stated in his report: 

“Although the money loaned for com 
mercial purposes has gone into the usual 
channels of trade, the character of such 
loans has changed. As normal busines 
has been more and more restricted, those 
customers who were not engaged in wat 
work have had less need to borrow. The 
result is that our loans have shown 4 
decline during 1942 in number and i 
total amount. 

“On the other hand, a number of out 
customers have received large orders 
from the Army, Navy, Maritime Coir 
mission, and other Government agencies, 
and have required financing in amounts 
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greatly in excess of their peace time 
needs. We have provided credits for 
them in substantial amounts, some of 
which are secured by the assignments 
of the proceeds of Government contracts 
for which the credits are being used, 
others by guarantee of the Government 
for a portion of the credit. This affords 
us a very direct part in the manufac- 
turing of airplanes, tanks, and ammuni- 
tion, the building of battleships and 
destroyers. These are new types of 
credit which must be arranged with due 
regard for the interests of both the 
borrower and the Government. 

“We have made every effort to give 
full attention to the credit needs of our 
customers and the community in general, 
and have regarded each call for con- 
sultation or help as a challenge to solve 
a financial and patriotic problem. As 
a contribution to the war effort our 
officers devote their time freely in an 
endeavor to reach a satisfactory solu- 
tion, and frequently assist customers in 
financing contracts through Govern- 
mental agencies. 

Our dealings with the Government 
continue to be very satisfactory, and its 
representatives show a sympathetic un- 
derstanding of the problems of the 
borrower and the lender. 

“Loans and commitments to lend 
made by the Bank primarily for the 
purpose of war financing total approxi- 
mately $30,000,000 as of December 31, 
1942,” 
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Central National of Cleveland 


The report to shareholders for the 
year 1942 was submitted by the Central 
National Bank of Cleveland, Cleveland, 
Ohio, at their annual meeting on Jan- 
wary 21. Statement reads in part: 

“Net earnings from operation for the 
year, after providing adequate reserves 
for taxes, interest, and accrued expenses, 
amounted to $942,720.48, or $3.77 per 
common share. Dividends on preferred 
stock were provided: in the amount of 
$318,094.52, equivalent to $1.27 per 
common share, leaving net operating 
tamings of $624,625.96, or $2.50 per 

. In addition thereto there were 
Non-recurring earnings consisting of re- 


























































coveries and bond profits in the amount 
of $558,397.88, or $2.23 per share. This 
amount, added to the operating earnings 
after preferred dividend, gives total 
earnings from all sources of $1,183,- 
023.84, or $4.73 per share. From this 
amount $600,395.76 was transferred to 
reserves, $296,591.23 to Preferred Stock 
Retirement Fund, and $286,036.85 to 
Undivided Profits. Undivided Profts 
was charged $50,000 for the payment of 
a dividend to common shareholders on 
August 1, 1942. 

“Net Operating Earnings may be re- 
garded as satisfactory and show an 
increase of 16 cents per share over 1941. 
Interest yields continue at low levels. 
Every effort is being made to effect 
economies, but operating expenses are 
increasing and future income taxes will 
take a much larger share of operating 
profits. However, increased holdings of 
United States Government securities will 
to some extent offset increased operating 
costs and the expected decrease in loan 
income. 

“From established Reserves, undesir- 
able assets amounting to $175,243.86 
were charged off or written-down during 
the year. These charge-offs will not 
necessarily result in loss to the bank, 
but are no longer considered proper 
assets for bank funds. Recoveries will 
eventually be obtained on the majority 
of these assets. All known losses in the 
Loan and Investment accounts have been 
eliminated from the bank’s books. Re- 
coveries during the year amounted to 
$542,658.41. It should be emphasized 
here that while substantial recoveries 
have been added to reserves during the 
recent past years, this is definitely a 
non-recurring item and henceforth may 
not be anticipated in the same volume 
as recovered in 1942. Total Reserves at 
the end of 1942 amounted to $1,333,- 
920.24 and at the present time there are 
no known charges to be made against 
these Reserves.” 

As of December 31, this bank has 
total resources of $248,345,647.37. 


National Bank of Detroit 


The gross operating income of the 
National Bank of Detroit for the year 
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1942 was reported as $10,881,603.31. 
Expenses were listed as follows. Amor- 
tization of premiums on_ securities— 
$1,125,519.72; interest paid—$706,- 
054.78; Federal Deposit Insurance pre- 
miums — $513,457.19; salaries and 
wages—$2,856,106.09; rent, taxes and 
other expenses—$2,078,727.49; special 
compensation plan—$175,936.26, mak- 
ing a total of operating expenses of 
$7,455,801.53. This left a net operating 
income of $3,425,801.78 from which the 
following deductions were made: Trans- 
ferred to reserve for losses—$355,- 
925.00; reserve for post-war employ- 
ment—$50,000.00; preferred stock divi- 
dends—$257,500.00. This left net in- 
come available for common stock of 
$2,762,376.78. 

In his annual report Walter S. 
McLucas, chairman of the board, pointed 
out that “the opportunity ‘to create 
profits in relation to the resources at our 
command has steadily lessened since 
1937.” He gave four principle reasons 


for this which he listed as follows: 


“1. The fiscal policies of the Govern- 
ment have resulted in the creation of 
vast additions to the bank deposit struc- 
ture. As a result, the supply of bank 
money available greatly exceeds that 
needed to finance the business require- 
ments of the country. At the same time, 
the Government has found it necessary 
to turn to the commercial banks for the 
financing of such part of the wartime 
deficit as has not been covered by taxes 
or by the subscriptions of private indi- 
viduals and non-banking institutions. 
Therefore, we have invested a large share 
of our resources in United States Gov- 
ernment securities at rates which the 
Government, in our opinion, rightfully 
and necessarily has maintained at low 
levels when compared with normal com- 
mercial rates. 


“2. Costs of our operations have pro- 
gressively increased due to the growing 
volume of banking activity in Detroit; 
to the restricted workweek, and to com- 
petition for our type of clerical help by 
industries engaged in war work. 


“3. Federal Deposit Insurance pre- 
miums, which, in effect, represent a tax 
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on deposits, have greatly increased in 
keeping with growing deposit totals, 
“4. The Federal surtax, first placed ip 
effect at 7 per cent in 1941, now ad 
versely affects the return from othe 
wise tax free United States Government 
securities to the extent of 16 per cent” 
Commenting on the outlook for futur 
earnings Mr. McLucas stated: 


“As to the outlook for earnings in ow 


-bank, I think there is a good prospet 


that we should continue to earn ona 
reasonable basis in relation to the capi 
tal invested. At the same time, we should 
realize that the rate of earnings usually 
expected from a banking operation will 
not materialize during a period such ® 
this due to the working of the facton 
I have just mentioned. When the wa 
has been won and it is possible again t 
provide for the peacetime needs am 
desires of the American people, bank 
earnings then should move upward it 
keeping with this more normal economy. 
It will continue to be our purpose 
provide our customers with the financing 
necessary to enable them to carry @ 
their production of war materials and 
of such consumable goods as the wal 
economy permits and to invest our sit 
plus resources in the various Treasuly 
offerings as they become available. We 
believe this to be a sound program, nd 
only because of the stability inherentim 
such an investment policy but also be 
cause of the need of the Treasury # 
borrow at low rates so that the intertt 
burden will require no more tax dollars 
than is absolutely necessary.” 

Concerning the problem of offit 
hours, Mr. McLucas said: 

“We are faced with another problet 
to which we, in common with other colt 
mercial banks in Detroit, have devotel 
a great amount of consideration. I 
arises from the fact that many 
workers are unable to transact thet 
banking business because they are @ 
work during the hours the bank is op@ 
for business. We have found this pr 
lem quite difficult to solve because # 
a shortage of trained bank pe 
in fact, only with the greatest of diff 
culty have we been able to carry on# 
banking service during our existing bis 
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ness hours. Nevertheless, we are seeking 
a way to respond to this need during the 
war period and are hopeful that plans 
to that end may be announced in the 
near future. This may be accomplished 
by extending the banking hours to 5:30 
or 6:00 p.m. on Fridays for the purpose 
of cashing pay checks, accepting deposits 
and effecting withdrawals.” 


Cleveland Trust Company 


In the report of L. F. Freiberger, 
chairman, and George Gund, president, 
of the Cleveland Trust Company, Cleve- 
land, Ohio, at the annual meeting of 
the bank’s stockholders January 20, 
1943, it was pointed out that due to the 
greatly increased day by day financial 
requirements of the bank’s customers 
engaged in war activities, the deposits 
had increased over $63,000,000 during 
the year. 

Net income of the bank was $1,866, 
091.15 or $13.66 a share after taxes, 
interest on capital notes and transfers 
to reserves; the bank’s holdings of Gov- 
‘ernment Bonds, Treasury Bills and Cer- 
tificates of Indebtedness increased by 
more than $119,000,000, and obligations 
of the Federal Government now consti- 
tute 93.8 per cent of the bank’s invest- 
ment, portfolio, with 65 per cent of 
the maturities having call dates within 
ten years. The report further shows that 
additions to surplus and undivided 
profits amounted to 81.7 per cent of net 
income, and the amount paid in divi- 
dends was 18.3 per cent of net income. 


First National of Atlanta 


The report states: 

“The fact that our deposits at the 
close of the year reached a total sum of 
$207,047,517.87, representing an in- 
crease of $45,000,000.00 is index of our 
growth. With a total of $190,000,- 
000.00 in loans made during the year 
1942 to individuals and business enter- 
prises, we have further continued our 
close relationship to the private and 
commercial life of our community and 
the Southeast and have pursued un- 
remittingly our activities in the field of 
War financing. Our sales of War Stamps 
and Bonds of various types have ex- 
ceeded $14,800,000.00. 

“Our Trust Department enjoyed one 
of the best years of its history both from 
a standpoint of volume and profit. Much 
of this success we attribute to the interest 
of our customers and stockholders. 

“During 1942, our stockholders dis- 
played to a higher degree than ever 
before that this is their bank. They have 
brought its facilities and services to the 
attention of others to a greater extent 
than in past years. For this we thank 
them, as they have rendered invaluable 
assistance to our ever expanding pro- 
gram of complete banking service. 

“Closest to the hearts of all of us, how- 
ever, is the proud knowledge that 68 
of our officers and employes are now 
serving in the fighting forces of Amer- 
ica. They are spread all over the world. 
Our efforts toward Victory and toward 
the constant betterment of our banking 
institution are intensified by our desire 
that these men quickly return to us and 
to their employment among us. Essen- 
tial war activities have resulted in an 
increase in the number of our women 
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In their seventy-eighth annual report 
to the stockholders of the First National 
Bank of Atlanta, Ga, John K. Ottley, 

irman, and Jas. D. Robinson, presi- 
dent, announced net earnings for the 
year 1942 after taxes and charge offs 
amounting to $1,074,267.09 of which 
$1,028,327.53 was operating income and 
$45,939.56 was profit on bonds sold. 
earnings were disposed of as 
follows: Four regular quarterly divi- 
$540,000; two extra dividends 
—$270,000; addition to surplus and 
undivided profits—$264,267.09. 


employes to the extent that they now 
represent 70 per cent of our total per- 
sonnel and are faithfully and capably 
discharging the duties entrusted to 
them.” 


a 


=e 


ga. 


4 


. State-Planters of Richmond 


The State-Planters Bank and Trust 
Company of Richmond, Virginia held 
its annual stockholders meeting on Jan- 
uary 14 during which its twenty-five 
directors were reelected, and Harry H. 
Augustine, president, told the stock- 
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holders that the bank had a “momentous 
year,” its total resources exceeding 
$100,000,000. Said Mr. Augustine: 

“The tremendous increase in the 
bank’s assets brought proportionate in- 
crease in its activity. This coupled with 
the loss of 36 out of 140 male employes 
to the armed forces of the nation, resulted 
in operating adjustments which were 
accomplished without serious interrup- 
tion to our services to the public. 

“The bitter total war in which we are 
engaged demands that our entire social, 
economic and financial resources be 
directed to the successful prosecution 
of the war. We have acted upon the 
opinion expressed in 1941, that profits 
should be a secondary consideration at 
this time. I might say, however, that in 
view of the conditions under which we 
have operated, earnings have been 
satisfactory.” 

At the year’s end the State-Planters 
Bank’s statement showed $22,000,000 in 
loans and discounts; $27,100,000 in 
U. S. Government bonds and nearly 
$35,000,000 in cash and in other banks. 


Morris Plan Bank of Virginia 


Net earnings of the Morris Plan Bank 
of Virginia for the year 1942, before 
taxes, were $334,350 as compared with 
$342,266 in 1941. In his annual report 
to the shareholders President Thomas C. 
Boushall said in part: 


“The outstanding loans have fallen | 


from a peak of $25,149,256 in 1942 to 
$17,766,400 as of December 31st, re- 
sulting in a rise in our cash position of 
$2,341,229 and a $4,922,548 increase in 
our government bond portfolio. 

“In the past twelve months all as- 
signed deposits related to financing the 
time purchase of automobiles and other 
equipment have been eliminated. All 
such notes are now reflected in the 
bank’s statement at their net unpaid 
balance. This elimination represents a 
reduction of approximately $1,575,000 
in the stated face amount of the bank’s 
loan portfolio. 

“Many new types of loans have been 
developed in the- past year. Regulation 
V loans have been sought and welcomed 
as a further contribution to the war 
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effort. Financing the building of home 
for war workers in the defense areas has 
now exceeded $7,000,000. The resulting 
loans are being serviced for those to 
whom they have been sold. This is still 
an active and substantial part of the 
bank’s function. 

“To offset the loss of income by con 
version of loans to cash and low-yielding 
government bonds—(we own no bonds 
of a longer call date than ten years, and 
the average maturity is five years and 
four months )—we have effective Decem- 
ber 31, 1942, reduced the interest rate 
paid on savings to 1$ per cent up 
$2,500; to 1 per cent on amounts from 
$2,501 to $5,000; and to 4 of 1 per cent 
on amounts from $5,001 to $7,500, 
which is the maximum deposit on which 
we pay interest. 

“An analysis of the composition of 
our savings deposits reflects an interest 
ing fact borne out by the records; 
namely, that people seek to retain a 
emergency reserve, without particular 
concern as to the interest yield, until the 
sum on deposit reaches investment pre 
portions, when they then transfer their 
money to a higher yielding security. 

“Demand deposits of the bank have 
not risen in as large proportion as is 
usual with the average commercial bank, 
because of the fact that individuals (who 
make up the vast majority of this bank? 
customers) do not have the problem @ 
excessive cash that is natural to cr 
porations in a war era. They have, how 
ever, risen 32.5 per cent in the past yeat. 

“Changes in service charges to met 
the rising costs of personnel, supplies 
and all operating effort, have at timé 
reduced the number of checking # 
counts; but gains in the “Popular 
checking accounts have more than offs 
the losses in the Standard type accoutl 
affected by these service charge change 
The number stood at 20,374 on Deceit 
ber 31st, or 172 above a year ago, ands 
now constantly increasing. 

“The outlook for 1943 is not wf 
promising, though it bids fair to fall fa 
below 1942 in loans to be made alll 
profits to be earned. A further redit 
tion in outstanding loans is to ® 
expected, as well as an increasing 
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version of resulting cash into short-term 
government obligations. This of neces- 
sity will reduce the gross income; but 
with an automatic reduction in _per- 
sonnel by reason of men joining the 
services and women employes going into 
some form of war work or war plant 
activity, costs will be reduced in respect 
to salaries and in many items of supplies, 
equipment, stationery, and postage. In 
this past year, however, it was necessary 
largely to increase clerical salaries in 
order to meet the higher cost of living. 
The bonus of 6 per cent of salary voted 
by the Board at the December, 1942, 
meeting was based on these increased 
salaries. 

“While it is not feasible or even pos- 
sible to reduce expenses by a sum equal 
to a reduction in income, it is to be 
expected that a reasonable profit will 
result along with a lower dollar tax 
payment.” 


Hibernia National Bank 


In presenting the annual report to the 
stockholders of the Hibernia National 
Bank in New Orleans Chairman R. S. 
Hecht stated: 


“1942 has been a year of steady 
growth and development for the bank. 
Deposits continued to rise from $65,- 
455,768 on December 31, 1941 to 
$81,937,453 on December 31, 1942. 
Business in the New Orleans trade area 
expanded greatly as a result of the 
development of important defense in- 
dustries, and we participated in a num- 
ber of credits to finance such projects. 
Nevertheless our total loans show a 
substantial decrease as compared with 
last year. This is due in part to enforced 
reduction of installment credits and the 
recession in many lines of business be- 
cause of shortage of materials, priorities, 
etc., and in part to a plethora of money 
resulting from the enormous expendi- 
tures by our government for war pur- 
poses and the flotation of many billions 
of new government obligations. Quite 
naturally we invested a large part of 
our excess cash in various U. S. Govern- 
Ment securities, and our total holdings 
of government bonds rose from $17,- 


x 


260,000 on December 31, 1941 to 
$32,064,000 on December 31, 1942.” 

Turning to the earnings of the banks 
for 1942 he said: 

“Total earnings for 1942, after making 
full provision for taxes, losses, and 
depreciation on furniture and fixtures 
and branch real estate, were $316,716.09 
as compared with $264,377.49 in 1941. 
Of this amount $36,000 was used to pay 
dividends on the preferred stock at the 
rate of 3 per cent per annum and 
$54,000 was used to write down the 
carrying value of our bank building. 
The remaining $226,716.09 (amounting 
to $2.26 per share on the outstanding 
100,000 shares of common stock) was 
distributed as follows: 

“$100,000 was set aside for dividends 
on common stock in 1943 at the rate of 
$1.00 per share, 50 cents being payable 
January 2, 1943 and 50 cents on July 
1, 1943. 

“$25,000 was added to surplus ac- 
count, which now stands at $675,000. 

“$51,000 was added to the reserve for 
the retirement of preferred stock, which 
now aggregates $479,000 (against a total 
of $1,200,000 of preferred stock out- 
standing). 

“$25,000 was added for contingencies 
to ‘other reserves’, and the balance of 
$25,716.09 was transferred to undivided 
profit account, which now stands at 


$235,086.23.” 


American Trust, Charlotte, N. C. 


President Word H. Wood of the 
American Trust Company, Charlotte, 
N. C., reported to the annual meeting of 
stockholders that the bank had had a 
successful year in 1942, having had a 
satisfactory year in profits and a sub- 
stantial increase in deposits. 

The American Trust Company is the 
largest bank in North Carolina, South 
Carolina, or Virginia, in any one city. 
Deposits now are $142,066,549.02. Re- 
sources are $149,047,841.66. It is also 
said to be the largest bank in any one 
city in the United States with a popula- 
tion of 110,000 or less. 

The bank has paid dividends for 
forty years continuously, never having 
missed a dividend in any of the forty 
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years—and has never reduced a divi- 
dend. The capital stock is the same as 
it was in 1920—$1,200,000. The total 
capital, surplus and profits are over 
$5,000,000. 

Speaking of the bank’s staff Mr. 
Wood stated: 

“The official staff... work with one 
common objective; namely the building 
up of the institution by rendering the 
best possible service to the public in 
every particular. We try to lose our- 
selves in the common cause and believe 
we succeed, without thinking of position 
or authority.” 


Bank of America 
Stockholders of Bank of America, at 


their annual meeting in San Francisco, 
California, on January 12, 1943 re- 
ceived a report from L. M. Giannini, 
president, covering a full year of bank- 
ing service under war conditions. Mr. 
Giannini reported that with California 
industrial and business activity rising to 
record heights and a large increase in 
population, the bank was called upon 
to handle a vastly larger volume of 
business in 1942. 

Declaring that the bank availed itself 
of every opportunity to participate in 
financing the war while maintaining a 
liquid position, he said that war influ- 
ences were felt in all fields of credit; 
that war-purpose loans rose sharply, 
consumer credit demand was in lesser 
volume, and an increase in defense 
housing loans exceeded the decrease in 
other types of real estate loans. 

Although the bank was contending 
with a rapid increase in deposits, its 
outstanding loans equalled 37.12 per 
cent of deposits as compared with a 
loan-deposit ratio of 20.03 per cent for 
all reporting member banks of the 
Federal Reserve system in 101 cities on 
November 25, 1942, the latest date for 
comparative figures. Said Mr. Giannini: 

“During the year, Bank of America 
assisted both the largest and smallest 
borrowers in financing expansion, con- 
version to war production, repair of 
irreplaceable equipment, debt consolida- 
tion and liquidation on a budget plan, 
and other necessary adjustments.” 
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The bank’s sale of war savings bonds 
to the public to December 31 amounted 
to $192,735,000. In addition, approxi- 
mately $187,000,000 of various issues of 
Government bonds, tax anticipation 
notes, and so on, were purchased } 
the public through the bank, beside the 
bank’s own investment in securities of 
the U. S. Government and Federal Agen- 
cies, which at December 31, 1942, 
aggregated $1.043,061,000. 

During the year, 1,955 staff members 
were granted military leave of absence 
and up to the present 2,568 employes 
have entered the armed services. Mr. 
Giannini commented: 

“As staff members joined the colors, 
others closed the ranks, shouldered 
added responsibilities and upheld the 
standard of service while handling a 
record volume of essential banking busi- 
ness under difficult conditions. Women 
now make up a larger percentage of the 
staff and to them much credit is due 
for the continued efficiency of the 
organization.” 


First National in Palm Beach 


In his annual report to the depositors 
and stockholders of the First National 
Bank in Palm Beach, Fla., President 
Wiley R. Reynolds said in part: 

“During the year our deposits in- 
creased from $17,214,801.00 to $23, 
856,969.84, or 39 per cent. Our Auto- 
mobile and Personal Loan Department 


‘decreased $538,857.41. Our mortgages 


decreased $438,846.98. Our investment 
in United States Government Bonds i- 


* creased from $5,000,000.00 to $16,000, 


000.00, or 220 per cent, and all of these 
bonds are carried at par. It is of pat 
ticular interest to note that we have n0 
foreign bonds or other real estate oF 
overdrafts and that none of our bonds 
or mortgages are in default of principal 
or interest. 

“Despite abnormal conditions your 
bank has operated on a very satisfactory 
basis and 83 per cent of the total né 
earnings were retained in Surplus and 
Reserve thereby adding to the protection 
of our depositors. The remaining ! 
per cent was paid in dividends, which 
amounted to $18.00 per share and out 
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surplus was increased from $1,300,000 
to $1,500,000. 

“The book value of our stock at the 
end of the year was $937.00, an increase 
of $35.00 per share over a year ago, 
after dividends.” 


Advertising and Public 
Relations 


Displays War Map 


For the convenience of their cus- 
tomers in following the various battle 
fronts, the Bridgeport City Trust Com- 
pany in Bridgeport, Conn., is displaying 
what is believed to be the largest map 
of the world in that city. Hung on the 
wall of their main banking room, the 
map measures 10 feet and 34 inches 
long by 6} feet high. A colored photo- 
mural reproduction of the latest Rand 
McNally map of the world, it is done in 
flat projection, and on it principal 
cities, steamship routes, and railroads, 
with marked distances, are delineated 
as an aid to tracing places of particular 
interest. 


Savings for Income Tax 


The problem of Federal income taxes 
to be paid on 1942 incomes is the sub- 
ject of a recent advertisement of the 
Morris Plan Bank of Virginia, which 
has branches in Richmond, Petersburg, 
Newport News, Roanoke, and Norfolk, 
Virginia. Text reads: 

“Will it be possible to make your 
quarterly tax payment (} of the total) 
next March 15 out of a single month’s 
income? 

“If not, start now to SAVE FOR 
TAXES. Put 1/12 of the total amount 
in a savings account each month. In 
three months you will have saved } of 


the total amount due... then keep on. 


with the same program for the other 
three quarterly payments.” 

e advertisement is accompanied by 
a table which gives the approximate 
amount of Federal income tax payable 


in 1943 (5 per cent Victory Tax not - 


included) . 


The incomes given range 


from $600 to $50,000, with taxes listed 
under “Single persons—with no. de- 
pendents,” and also under married 
couples with and without dependents. 
For a $5,000 income, the tax for a single 
person is $793; for a married couple 
with no children it would be $639; and 
with two children, the tax is $507. Says 
the text: 

“The Morris Plan Bank of Virginia 
will gladly accept your savings deposits 
or sell you U. S. Tax Savings Notes. 
Choose either plan; but start now to 
accumulate your Income Tax money. 
You will be glad you did when tax- 


time comes.” 


Personal Loans 


Personal emergencies sometimes neces- 
sitate borrowing, even for those who 
dislike going into debt. This situation 
is discussed in an advertisement of the 
Manufacturers Trust Company, New 
York City, under the heading, “Personal 
Loans in War Time.” Text reads: 

“In times like these, it is more om; 
portant than ever not to go into debt. 
Emergencies may arise, however, which 
make it necéssary for you to borrow 
money, and in such circumstances it is 
well to follow these simple rules. 

“1. Don’t borrow more than you need. 

“2. Repay the loan as soon as you can. 

“3. Borrow at low rates. 

“Thousands of people are making use 
of the Personal Loan Service of Manu- 
facturers Trust Company at the low 
rates illustrated by the following typical 
examples. .. .” 

There is then the insertion of a table 
which shows the Discount Charge for 
twelve months on notes ranging from 
$100 to $500, the life insurance charged, 
the amount received after these deduc- 
tions, and the monthly payments made. 
On a note for $300, for instance, there 
is a discount of ten dollars, plus a dol- 
lar and a half for life insurance, leaving 
a check for $288.50. On this amount 
twelve monthly payments of twenty-five 
dollars are required. The text concludes: 

“You can apply for a Personal Loan 
at any of the 68 offices of the Manu- 
facturers Trust Company in Manhattan, 
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Brooklyn, Bronx and Queens. Our near- 
est office . . . will be glad to discuss your 
money problems with you.” 


‘‘Patches are Patriotic’’ 


Present conditions demand ingenuity 
in making property, clothing, and other 
personal belongings do double duty. 
“Patches are Patriotic—even for 
Homes-” is the heading of an advertise- 
ment recently featured by the Valley 
National Bank of Arizona. The theme 
is illustrated with a pleasant little house 
being patched, painted, and roofed by 
four energetic and patriotic little 
sprites; text reads: 

“Patches for your home—no less than 
patches for your clothes—can be worn 
with honor these days. Keeping your 
home in good repair is part of the 
government’s recommendation for con- 
serving what you have. 

“Houses should be painted inside and 
out to protect the wood from weather- 
ing . . . galvanized screens, too should be 
kept painted ... roofing should be kept 
sound ...doors and windows should be 
weatherstripped to conserve heat and 
fuel...cracks in plaster or concrete 
should be mended promptly ... pipes, 
drains, gutters, downspouts and flashing 
should be put in good condition... 
plumbing should be carefully checked. 

“If you need financial help in order to 
make necessary repairs on your home, 
come in and apply for an economical 
FHA Modernization Loan. Your loan 
will cover the cost of both materials and 
labor, and may be repaid over a period 
of an entire year in small, convenient, 
monthly instalments.” 


Group Advertising 


Forming committees for working out 
a group advertising campaign for banks 
was discussed by Merrill Anderson, of 
the Merrill Anderson advertising agency 
of New York, in his talk before the 
county organizational meeting of the 
New York State Bankers Association at 
the Waldorf-Astoria last month. The 
problem, states Mr. Merrill, is to find 
committee-men loyal to the group and 
to banking, who know about advertising 
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and public relations and will retain the 
advertising services of a qualified agent 
or agency. When too large a committee 
is chosen, he continues, the result is the 
lowest common denominator of the 
committee, “a namby pamby sort of 
message which will not offend anybody, 
but not interest anybody either” 

Mr. Anderson favors leaving the actual 
work of the campaign to one public 
relations minded banker, but should a 
committee be necessary, he would set 
the limit at three members, and at most, 
five. 

It is important in advance to have the 
purposes of the group campaign clear 
so that there will be no demands for 
change in the middle, and it will be 
fully supported after it is started. Mr. 
Anderson said that he knew of no cam 
paign which he could recommend for 
six months, and that from one to three 
years is necessary if there are to be any 
tangible results. Decide on a program, 
said Mr. Anderson in summary, put it in 
the hands of the best possible men, and 
then give “the thing a chance.” 


War Budget Savings Plan 


The Security-First National Bank of 
Los Angeles, Calif., asks this pertinent 
question in a current advertisement: 
“Are you living from payday to pay 
day?” The query is accompanied wi 
an illustration of a worried young mal 
contemplating a calendar marked with 
paydays two weeks apart. The text 
continues: 

“It’s no effort to spend money. Its 
saving that counts... planning to meet 
expense and regularly tucking away 
part of your pay check in War Bonds 
or in a savings account. Let us show 
you our new War Budget Savings Plan. 
It’s habit forming!” 


Handling Financial Details 


Troublous financial details can be 
simply and concisely taken care o 
according to a recent advertisement 
the American Trust Company, 
Francisco, Cal., which features a s 
booklet entitled “How to take care 
Financial Details with a minimum 
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trouble.” Illustrated by a sketch of the 
booklet which shows on its cover a man 

lexed by a pile of papers before 
him, the text goes on to state: 

“If wartime activities leave you with 
too little time properly to supervise 
your investments; or 

“If you are considering entering the 
armed forces or government services; or 

“If your work compels you to be away 
from town for extended periods; or 

“If for any other reason you want to 
be relieved of the routine details of 
security and property management... 

“Call at, or write to, the nearest Amer- 
ican Trust Company office for your copy 
of ‘How to Handle Financial Details 
with a Minimum of Trouble.” 


Promotes Soldier Mail 


In a letter to Roy A. Hitchings, presi- 
dent of the Irvington National Bank, 
Irvington, N. J., Staff Sergeant Edwin 
Varela of Irvington who is now stationed 
at Camp Gruber, Oklahoma, expresses 
his appreciation for the bank’s “Write 
to an Irvingtonian in Service” campaign. 
Sergeant Varela writes: 

“I have seen fellows miss meals so as 
not to miss Mail Call....It makes me 
feel good to think that people at home 
still think of us even though some of 
us have been away quite some time. If 
there is anything soldiers really enjoy, 
it is receiving mail.” 

As part of its scheme to promote more 
mail from home for local boys and girls 
in the armed forces, the bank is exhibit- 
ing pictures of them in its lobby, dis- 
tributing at the same time special post- 
cards imprinted “Write to an Irving- 
tonian in Service” A gold star was 
recently added to the picture of P.F.C. 
Bernard Seiden, uvon report from the 
War Department that he was killed in 
action at Guadalcanal. 


Before Entering Service 


The Open Door, monthly house 
organ of the Industrial Federal Sav- 
ingand Loan Association, Denver, 
Colo., in an article entitled “Before 
Entering the Service,” issues timely 
advice to those who expect to leave 
for the Army soon. The article warns 


against neglect of one’s personal 
affairs at such a time, pointing out 
that savings and property may become 
unavailable to wives or other depend- 
ents unless arranged for them in nego- 
tiable form. Text reads: 

“If you own property, put it in 
your wife’s name or that of some other 
close relative. Give her a quit-claim 
deed which she should record at once. 
In case of an emergency she will have 
control and can dispose of the prop- 
erty. If you have a savings account, 
be sure it is a co-owner or joint account 
with the right of survivorship. Make 
the same arrangement when you buy 
War Bonds. 

“Don’t leave it to chance. Make 
certain that you are not tying your 
family’s hands. Their need may be 
great— it may come tomorrow or 
months hence, it may not come at all. 
But be sure that you have done your 
part to protect them if it should come 
to your home.” 


Responsibility of Earning Money 

As part of its series of advertise- 
ments urging wage-earners to put away 
their extra pay, the Troy Savings Bank 
of Troy, New York, has published a 
recent advertisement entitled “The 
“Responsibility of Earning Money.” 
Illustrated by a picture of two young 
women working at machines, the 
appeal is directed to new wage-earners 
who are also acquiring new responsi- 
bilities. Text states: 

“The way you meet that responsi- 
bility is with life insurance . . . And 
the way thousands of other budget- 
minded men and women throughout 
New York State are buying life insur- 
ance is through their local Mutual 
Savings Bank Available only 
‘over-the-counter’ at Mutual Savings 
Banks. Low premium rates. Cash 
values after the first six months. Loan 
values after one year. Dividends, as 
earned, every year including the first. 

“Learn more about the unusual 
benefits of this low-cost life insurance! 
Learn how much you can save when 
you buy direct from the Savings 
Bank!” 
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War and Wills 


A recent issue of Trusts and Estates 
magazine reports the enterprise of six 
trust companies in Rochester, New 
York, who combined in a program of 
advertising, urging immediate atten- 
tion to wills in the present emergency. 
Together the Central Trust Company, 
Genesee Valley Trust Company, 
Lincoln-Alliance Bank & Trust Com- 
pany, Rochester Trust & Safe Deposit 
Company, Security Trust Company 
and the Union Trust Company ran a 
full page ad in the Rochester daily 
newspapers in which the heading 
read: “The WAR calls for Prompt 
Action on Your Will.” Tying in with 
the news, the text points out six 
specific reasons why prompt trust 
company service is especially neces- 
sary and desirable today. 


A. B. A. 


Executive Council to Meet April 11-14 


The annual spring meeting of the 
Executive Council of the American 
Bankers Association will be held in New 
York City April 11-14. The Waldorf 
Astoria will be the headquarters for 
the meeting. 

® 


Banks and the War 
Detroit’s First Billion Dollar Bank 


In announcing Detroit’s first “billion 
dollar bank” Walter S. McLucas, chair- 
man of the National Bank of Detroit 
said: 

“A ‘billion dollar bank’ for Detroit 
is, like everything else, regardless of 
size, important only to the degree, day 
in and day out, it increases its contribu- 
tion to Victory. But as a shining reflec- 
tion of the magnificent part Detroit and 
Michigan are playing in the ever in- 
creasing war effort—and we, with 
everybody else, are proud to be active 
partners—it is, indeed, impressive. 

“We are particularly proud of one 
thing which does not show in our state- 
ment—we have issued more than $100,- 
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000,000 War Bonds to Detroiters. Say. 
ing now, through the purchase of War 
Bonds and through Savings Accounts, 
means consumer purchasing power later 
on. And purchasing power combined 
with corporate reserves for reconversion 
to peacetime production may be the 
difference between profitable employ- 
ment or serious unemployment when the 
war is won and the boys return.” 


Savings Banks Increase Government 
Bond Holdings 


New York State savings banks were 
responsible for the investment of over 
$685,000,000 in United States Govern- 
ment bonds during 1942, according to 
preliminary figures recently issued by 
the Savings Banks Association. $370; 
000,000 of this amount represents the 
increase during 1942 in government 
bond holdings by the savings banks 
for their own account and $315,532,000 
represents War Bonds and Stamps sold 
by the savings banks either over the 
counter or through systematic savings 
plans. They also operate over 166,00 
pay roll savings accounts in co-operation 
with the War Savings Staff of the 
United States Treasury. 

Despite the fact that the net gain im 
savings bank deposits for the year was 
only $20,379,000, their holdings of 
United States Government issues im 
creased from approximately $1,950,000, 
000 at the end of 1941 to $2,320,000,000 
at the end of 1942—an increase of 
about 19 per cent. 

Increasingly important to the large 
volume of War Bond sales are the pay 
roll and other systematic savings plans 
currently in operation in most savings 
banks. At present the savings banks are 
operating pay roll savings plans for 
3.124 employers with over 166,000 em 
ployes. These plans, most of which 
were put in operation late in 1942, have 
already accounted for the sale of some 
365,000 individual War Bonds. In addt 
tion, over 15,000 people are saving 
regularly for War Bond _ purchase 
through savings bank Victory Clubs 
Both of these plans enable people 
save a fixed amount each week out @ 
their current earnings and provide 3 
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convenient, safe method for regular 
War Bond buying. 


Bank Earnings 


Standard Report to Shareholders 


In keeping with the trend of com- 
mercial banks to give shareholders and 
others more complete information con- 
cerning their operations, a standard 
form for annual earnings reports to 
stockholders has been distributed to 
New York State’s 718 commercial and 
industrial banks by the New York State 
Bankers Association. 


The report recommended to the banks 
provides for data on the principal 
sources of earnings such as interest on 
loans and interest and dividends on 
securities, together with other earnings 
from other current operations. On the 
expense side it provides for data on 
interest paid, salaries and wages, and 
other current operating expenses. The 
expenses, deducted from the earnings, 
give the net current operating earnings 
for the year. This statement of net cur- 
rent operating earnings is followed by 
a reconcilement of surplus and un- 
divided profits for the year. . 


The new form is the result of studies 
carried forward by banking groups and 
was adopted in co-operation with the 
Bank Management Commission of the 
American Bankers Association, repre- 
sentatives of the New York City Clear- 
ing House Association, and representa- 
tives of the Federal and State bank 
supervisory agencies. 

The New York Association’s sub- 
committee on the report is headed by 
C. George Niebank, president of the 
Bank of Jamestown and the chairman 
of the Bank Management and Research 
Committee is Robert C. Tait, vice- 
president of the Genesee Valley Trust 
Company, Rochester. 

_ In presenting the Committee’s find- 
ings to the commercial banks, the report 
says, “The task of this committee was 
initially to determine on the basic 
items which should be furnished the 
stockholder. Its use will prove that 


there is no desire to relax from the 
principle that our banks will always 
act in the public interest.” 

The Committee’s intention was not to 
provide a form to be used without 
variation by all banks which accept it 
in principle. The form is rather to 
establish a minimum standard. Many 
banks, it is pointed out, already publish 
more data on earnings and expenses 
than the form calls for, but the others 
do not furnish as much. 

The Association feels that while the 
interests of stockholders are adequately 
represented in the supervision of gov- 
ernmental agencies, these interests will 
be furthered by furnishing this addi- 
tional information on bank operations. 
Also, it is believed that the voluntary 
adoption of a thoroughgoing report 
form will obviate the need for enactment 
of statutory requirements along this line. 


Consumer Credit 


Simple Interest Method 


The Household Finance Corporation 
of Chicago has issued a pamphlet en- 
titled “Opinions on Charges to Con- 
sumers for Small Instalment Loans.” 
After quoting a number of opinions on 
the matter of charges, B. E. Henderson, 
president of the Household Finance 
Corporation argues for his own prefer- 
ence for the “Simple Interest Method,” 
saying in part: 

“The one method which forces lenders 
to quote comparable rates is Simple 
Interest on unpaid balances. This 
method avoids the necessity for refunds © 
in the event of prepayment. It permits 
the collection of additional earned 
charges in the event the borrower is 
delinquent in the making of principal 
payments. The aggregate charge is 
automatically varied to fit the paying 
habits of the individual borrower. The 
discount method, plus fees, fines and 
failure to make full rebates in the event 
of prepayment, has no such merits. 

“There is an impression among some 
bankers that the Simple Interest Method 
requires a cumbersome and expensive 
bookkeeping system. This is not true. 
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Under the flat payment plan the loan is 
repaid in equal instalments based upon 
a pre-calculation of the total amount 
due, including interest, assuming pay- 
ments are made on time. The borrower 
signs a note for the exact amount he re- 
ceives, with no deductions. The system 
does not preclude the use of coupons. It 
makes an accrual account unnecessary. 

“Even a casual study of the Simple 
Interest Method will readily show its 
flexibility and the ease with which 
charges are computed to provide for the 
collection of interest on the amount of 
money which the borrower retains in 
his possession. 

“The Simple Interest Method, because 
it enables the borrower to distinguish 
the least costly source of credit open 
to him, helps the competitive system to 
function and tends to perpetuate the 
benefits of free enterprise. The Discount- 
Plus Method, tending toward conceal- 
ment of rates, calls for unnecessarily 
stringent or unwise regulatory measures. 
Computing interest upon unpaid bal- 
ances for the actual days the money is 
used provides a much more flexible and 
accurate method of determining the 
exact amount of interest due from each 
borrower than does a system of charge 
based upon discounts for a fixed period 
of time, leaving adjustments to be 
worked out through rebates in the case 
of prepayment, or arbitrary fines in the 
case of delinquency. 

“Another advantage of the Simple 
Interest Method is that it encourages 
rapid repayment For each day there is 
a definite charge, and there are no other 
charges. For every day that the borrower 
anticipates the due date he saves just 
that much money. Under the Discount- 
Plus Method, on the other hand, with 
its fixed initial charges, the borrower 
who repays a loan before it is due is, in 
effect, penalized for his promptness. 


Banks and Legislation 


“No well-informed person questions 
the propriety or desirability of personal 
loan departments of banks when prop- 
erly operated. They help many bor- 
rowers. Their charges, in many places 
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and for a considerable part of their 
business, are low. 

“Personal loan departments of banks 
should be given legal permission to 
charge necessary rates, but they should 
also be made subject to regulation 
having for its purpose the protection of 
small borrowers. Retaining good will 
depends upon everyday operations; this 
is particularly true where the bank has 
a personal loan department. 

“In seeking a solution, bankers may 
well consider the parallel between their 
problem and what was originally ou 
problem, i.e., archaic interest laws. Two 
avenues of relief seem to be open. One 
is to tell the legislatures the costs df 
conducting this new business and ask for 
the privilege of charging a rate which 
will permit banks to operate without 
subterfuges. The other is to encourage 
legislators and the public to believe that 
the rates applicable to commercial loans 
are sufficient for small instalment loans 
and to attempt to legalize the Discount 
Plus Method for such loans. 

“The passage of legislation which 
legalizes the Discount-Plus Method does 
not prevent extremely high rates being 
charged, nor does it prevent deception 
or exploitation of borrowers. Under 
such laws the opportunities to bring 
banks into disrepute remain, particularly 
as bank personal loan operations cor 
cern so many people in the lower income 
brackets. 


To Sum Up 


“All: consumer-lending agencies alt 
face to face with the same problem. The 
first concern of legislators will continu 
to be borrowers, not lenders. They 
not find one method best for bank bor 
rowers and a totally different 
best for other borrowers. Eventually, 
all consumer-lenders will have to ope 
ate in the same way: they will 
either the Discount-Plus Method or the 
Simple Interest Method. If the law dot 
not require the latter of all such lende® 
unbridled competition will force all ™ 
the former method. 

“It is sometimes claimed that the di 
count method stated in-terms of dol 
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per hundred is the only one which is 
clearly understood by the borrower. 
This idea is predicated on the assump- 
tion that all instalment loans are repaid 
exactly as agreed, whereas that is seldom 
the case. The dollar cost of a loan stated 
in terms of discount may be and fre- 
quently is low, but there can be no 
guaranty that the contract as it finally 
works out will result in the stated 
charge. 

“The Discount-Plus Method is not 
adapted to instalment loans. It has long 
since been tried and found wanting 
It has been rejected by agencies whose 
sole objective is consumer protection. 
These agencies have for a quarter of a 
century consistently urged the use of the 
Simple Interest Method. 

“The Discount-Plus Method conceals 
the true rate, whereas the Simple Interest 
Method reveals it in the clearest way 
known to elementary arithmetic. One 
method hinders while the other facilitates 
intelligent shopping for credit. One 
obstructs while the other promotes clean 
competition. One weakens while the 
other strengthens our system of free 
enterprise. 

“The Discount-Plus Method opens the 
way to numerous abuses, all at the 
expense of the borrower. There will 
always be lending agencies willing to 
deceive the small borrower. It is time 
the others united to obtain, on their 
own initiative, the permissive and regu- 
latory laws which are best for small 
instalment borrowers and hence in the 
long run best for the lending agencies 
which want to operate under clean com- 
petition and in the public interest.” 


. 
Equipment 

Releasing Typewriters 
When the Guaranty Trust Company of 
New York was asked by the Government 
to release a share of its typewriters for 
armed forces, it put the matter 
y before departmental and division 
with the result that more than 


18 per cent of the company’s hundreds 
machines are now on their way to 


combat zones. 
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One of the first in its field to answer 
the Government’s call for “fighting” 
typewriters, the Guaranty Trust Com- 
pany believes its method of fulfilling 
the request had much to do with the 
promptness of its answer. 

“The plan personalized the campaign 
by giving everyone a voice in deciding 
what machines could best be spared and 
how the bank could get along without 
them,” James L. O’Neill, vice-president 
of the Guaranty Trust Company ex- 
plains. “It gave typists and all others 
concerned a feeling that they were co- 
éperating individually in this vital war 
effort. 

“Beyond that, and of particular im- 
portance from the bank’s operating 
standpoint, it released the machines that 
could be surrendered without seriously 
hampering operations, leaving to each 
division the responsibility for devising 
whatever changes in procedure might 
become necessary.” 

The management of Guaranty Trust 
Company assigned to the purchasing de- 
partment the initial task of taking in- 
ventory of the typewriters in use, to- 
gether with information concerning the 
age, make and carriage width. 

Subsequently, a memorandum outlin- 
ing the needs of the armed forces was 
sent to all department heads. It was 
pointed out in this bulletin that type- 
writer companies had turned their facili- 
ties from the manufacture of these ma- 
chines to the manufacture of ordnance, 
that the nature of all-out, lightning war 
demanded the use of the typewriter and 
other rapid and accurate communicating 
devices. It made a strong appeal based 
on the fact that the Army and Navy 
could turn to no other place for these 
needed typewriters than to private 
enterprise. 

“There is a reluctance on the part of 
the authorities,” the memorandum con- 
tinued, “to exercise the right to requisi- 
tion equipment now in our possession, 
but we are put more or less on our 
honor to codperate to the fullest possible 
extent. Accordingly, you are urged to 
review the operations of your divisions 
very carefully in an effort to determine 
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how many typewriters can be released 
for the benefit of the armed services.” 


Purchasing Supplies and Equipment 


In a recent issue of the National 
Auditgram H. F. Hofer, assistant cashier, 
The National Bank of Waterloo, Water- 
loo, lowa, contributed a valuable article 
on purchasing bank supplies and equip- 
ment in which he said in part: 

“The purchasing of bank supplies and 
equipment has always been more or less 
a problem especially in the smaller 
banks. The problem is greatly aggra- 
vated in banks that do not have a certain 
officer or employe charged with the 
responsibility of making all purchases. 
I know that some banks do not have a 
hard and fast rule as to who should 
make their purchases, consequently, pur- 
chases are made from the President on 
down to the office boy. Such hit and miss 
buying is not conducive to good busi- 
ness. It is impossible for all of the 
bank’s officers to keep in touch with 
prices, materials, quantities required, 
etc. Therefore, I believe that a bank 
should select one of its officers to take 
charge of all buying. We at our bank 
have two officers in charge, one has 
charge of all bank supplies, and the 
other of all bank equipment. This ex- 
periment has proved satisfactory, and 
has been in force for many years. The 
full responsibility of keeping the proper 
stock on hand, selecting the correct 
grades of the different supplies, rests 
directly on the shoulders of the purchas- 
ing officer. If anything goes wrong, 
there is no ‘passing the buck.’ By the 
above, I do not wish to infer that all 
purchases should be made without con- 
sulting other officers, or the department 
heads. Very. often it is necessary that 
changes be made. Before such changes 
are made the head of the department 
using these supplies should also be con- 
sulted. Superior officers should also be 
consulted when purchasing expensive 


equipment or unusual quantities of 


supplies. 

“Tt is a matter of great importance 
that proper records be kept regarding 
supplies purchased. Without such 
records it is impossible to buy intelli- 
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gently. The purchasing officer should lk 
able to refer to his records and determine 
at a glance the following: 

(1) Date article last purchased. 

(2) From whom purchased. 

(3) Quantity and quality purchased, 

(4) Price paid. : 

“With the above information fer 
reference it becomes a simple matter 
purchase intelligently. You will knoy 
how long a given quantity of supplies 
will last, you will be assured of th 
quality which your bank has been a 
customed to and you will also know 
whether or not your salesman is in line 
with his prices. 

“The system which we use in our bank 
for keeping a record of our supplies 
consists of a steel case holding 4x6 cards, 
divided alphabetically. Master cand 
are headed up showing the names of the 
different departments of our bank, ani 
these cards are filed alphabetically: fr 
example, we have a card headed “Book 
keeping Department,’ another ‘Telles 
Division,’ etc. The former is filed under 
the letter ‘B’ and the latter under th 


‘ letter ‘T.’ With this system, our depatt 


ments are divorced, and are in shape 
for ready reference without fumbling 
through all of our records. This recotl 
must be kept up to date, or you might 
as well not start it. 

“The officer in charge of purchase 
should always, when about to makes 
purchase, ask himself this questiol: 
‘Can I purchase this article locally, pe 
haps from one of our customers? 
know of no better way to drive busines 
away from your bank than to buy al 
of town what you can buy at home 
Most every bank’s business is recel 
locally, and you are expected to recipi 
cate. Your local supplier will not objet 
to your out-of-town buying if he is it 
given an opportunity to quote yu 
prices, and is under-bid. Give him 


chance.” 
* 


Personal 
R. E. Doan in New Post 


Robin E. Doan, former bank 
tising man and Managing Editor ® 
THE BANKERS MAGAZINE, has # 
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cepted an editorial post with the Office 
for Emergency Management in Wash- 
ington, D. C. 

Mr. Doan was for years Director of 
Public Relations for a large Western 
bank, resigning this position to take a 
trip around the world shortly before the 
present war. Upon his return to this 
country, he joined THE BANKERS 
MAGAZINE staff in New York City. 
Later, he was with the Harlan L. Shat- 
tuck Financial Advertising Agency in 
Denver, Colorado, and Leon Livingston 
Advertising Agency in San Francisco, 
California, leaving the latter organiza- 
tion to accept the Government post. - 

A frequent contributor to regional and 
national financial business publications, 
Mr. Doan was for years author of a 
popular feature column in Liberty, the 
national weekly. He is co-author of the 
book “Increasing Personal Loan Busi- 
ness,” published by The Bankers Pub- 
lishing Company, and author of the 
series of articles on bank direct mail 
advertising recently published in this 
magazine, and scheduled to appear in 
book form this spring. 


Chase Promotions. 


The Chase National Bank recently 
announced the following promotions in 
the official staff of the bank: Louis A. 
Bruenner, John J. Scully and Ransom 
H. Skeen as vice-presidents; Paul C. 
Beardslee, Esmond B. Gardner, Joseph 
C. Hanson, Jr., Robert L. Hatcher, Jr., 
Arthur Kunzinger, Jacob Magenheimer, 
Nicholas J. Murphy, John Prentice, 
James V. Ritchey, Jr., and James E. 
Scully as second vice-presidents; Donald 
L. Ballantyne, James Bloor, Paul F. 
Clarke, Burnett O. Doane, George Holz- 
‘man, William B. Johnston, Paul A. 
McManus, Frank A. Richards and Walter 

Rutherford as assistant cashiers; 
Clifford I. MacCullough, Henry C. 
Mersereau and T. Charles Sullivan as 
teal estate trust officers. 


State Street Trust Promotions 


At the meeting of the board of direc- 
tors of the State Street Trust Company, 
on, held last month all officers were 
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reelected. Benjamin R. Vaughan of the 
Massachusetts Avenue Office, and Almon 
B. Thorn were promoted to assistant 
vice-presidents; Loren D. Drinkwater, of 
Cambridge, was elected assistant trust 
officer. 

Mr. Drinkwater, a native of Yarmouth, 
Maine, was graduated from Bowdoin 
College in 1928. He joined the staff of 
the bank in October, 1929, working in 
various departments until 1933 when he 
entered the trust department where he 
has of late years specialized in tax 
matters. ; 


Erwin O. Meeh 


Erwin O. Meeh, assistant cashier of 
the Irvington National Bank, Irvington, 
N. J., recently completed twenty-five 
years of service with that institution. He 
is active in Irvington civic and business 
circles and a. charter member of the 
Chamber of Commerce. He is a former 


president of the Optimist Club. 


New Officers for N. Y. Financial 
Advertisers 


The annual election of officers and 
directors was held at the monthly 
luncheon meeting of the New York 
Financial Advertisers last month. 

William T. Wilson, director of the 
Committee on Public Education and 
secretary of the State Secretaries Section 
of the American Bankers Association 
was elected president. Since 1921 he 
has devoted his entire time to banking, 
specializing in advertising, public edu- 
cation,' also customer and public rela- 
tions. Mr. Wilson is a graduate of the 
University of Michigan. Other officers 
and directors elected: 1st vice-president, 
Harold L. Whittaker, Public Relations 
Bureau—Group V Savings Bank Asso- 
ciation; 2nd vice-president, T. W. Nor- 
cross, Bank of New York; secretary, 
William Huckel, Chase National Bank; 
treasurer, Syd J. Hughes, Morris Plan 
Industrial Bank of N. Y. 

Directors elected are: John J. Lawler, 
The National City Bank; Merrill Ander- 
son, The Merrill Anderson Company; 
Dudley L. Parsons, The New York Trust 
Company; Bradford Warner, Fortune 
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Magazine; Louis S. Lebenthal, Lebenthal 
& Company; Charles C. Hull, N. Y. 
Chapter, American Instiute of Banking; 
William D. Murray, Hudson Advertising 
Company; Clinton L. Miller, Dime Sav- 
ings Bank of Brooklyn; Lee C. Hornney, 
New York Post; Joseph Bame, The Com- 
mercial National Bank and Trust Co. 


Mortgages 
Private Funds for War Housing 


There are plenty of private funds all 
over the country available for financing 
further war housing, according to the 
results of a survey recently announced 
by the Mortgage Bankers Association of 
America. 

With a large majority of its members 
participating in the study, the results 
show that nearly 84 per cent say there 
are plenty of private funds for financing 
FHA Title VI construction loans while 
only 16 per cent said there was some 
scarcity of money in their communities. 

As for permanent FHA Title financing, 
over 96 per cent of the Association’s 
members participating in the poll said 
ample funds were available while about 
4 per cent said they were not as far as 
their own communities were concerned. 

“These results, reflecting as they do, 
the opinions of those who represent the 
great bulk of the mortgage capital in the 
country, conclusively show that as far 
as financing of war housing goes, private 
funds are available in abundance to do 
the job. More than anything else this 
means that the so-called ‘public housers,’ 
inside and outside Federal agencies, 
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have absolutely no basis for contending 
that private funds are not sufficiently 
available for the full war housing job 
and that the time has come for public 
money to step in and complete it” 
Charles A. Mullenix, Cleveland, presi. 
dent of the Association, said in an 
nouncing the results. 

The survey was started in late Novem 
ber after Mr. Mullenix had scored the 
“public housers” in an address in Cleve 
land and in two subsequent statements 
made after an Eastern investigation tout, 
At that time he said it seemed possible 
that the “public houser” element might 
use the present wartime emergency # 
an excuse for proposing a plan which 
would, in his opinion, mean the virtual 
“socialization of real estate financing 
entirely.” He explained that the imme 
diate excuse would probably be that 
private funds are slowly abandoning the 
war housing field and the government 
must step in. 

In all seven geographical sections of 
the country, ample private funds ar 
available, the survey. indicates. As to 
the principal sources of these funds 
insurance companies and banks an 
trust companies were far in the lead, 
although, as Mr. Mullenix pointed out, 
this is not a complete picture because il 
reflects very little of the present statis 
of savings and loan associations. Vey 
few of these institutions are Association 
members and hence their views are onl 
slightly reflected in the data. 

As far as funds being available fo 
permanent FHA Title VI financing ther 
is no lack of money anywhere in 
country. As for FHA Title VI construe 
tion loans, however, the section 
there seemed to be some lack of 
was the Eastern states of Maine, Ne 
Hampshire, Vermont, Massachusetts 
Rhode Island, Connecticut, Pe 
vania, New Jersey, Delaware, Maryland 
West Virginia, Virginia and the Distnt 
of Columbia. In these states a third d 
those participating said there was $0 
scarcity of construction loan momef: 
Only in one other section—the s0l 
central states of Missouri, Oklal 
Texas, Arkansas and Louisiana—ws 
similar trend noted. 
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